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FOREWORD 

Following an intensive appraisal of current and emerging man- 
power problems, conducted from May through December 1963, the 
Subcommittee on Employment and Manpower presented its findings 
and recommendations m a report entitled “Toward Full Employment : 
Proposals for a Comprehensive Employment and Manpower Policy 
in the United States?’ Taken together, the whole emphasis of the 
recommendations by the majority members of the subcommittee was 
that the employment goal, among those established by the Employ- 
ment Act of 1946, should be more vigorously pursued. It was sug- 
gested that the legislative mandate to the executive branch be strength- 
ened if necessary by amending the act. On October 1, 1964, Senator 
Wayne Morse, of Oregon, and Senator Gaylord Nelson, of Wisconsin, 
joined with me in sponsoring a bill designed to achieve that purpose. 

Since specific legislative proposals in this connection were not taken 
up during the 1963 hearings, I requested the staff to compile a selection 
of materials which would provide subcommittee members with a 
broad background of developments leading to the Employment Act 
of 1946, and also with appraisals of its adequacy and effectiveness over 
the past 18 years. The material in this volume spans the. late. 1920’s 
and the great depression, a period which spawned revolutions in eco- 
nomic thought and policy. It is the fifth volume in the series, “Se- 
lected Readings in Employment and Manpower.” Subsequent vol- 
umes will complete the historical background and review. I am sure 
it will prove to be a valuable working document for Members of the 
89th and subsequent Congresses. It is essential to the deliberations of 
this subco mmit tee and I therefore order it to be printed. 

Joseph S. Clark, 

Chairman , Subcommittee on Employment and Manpower. 

▼ 



CONTENTS 



Part I. The Crash and Depression 

Recent Employment Movements, by Sumner H. Slichter, from Survey 

April 1, 1929 1589 

Causes. of Unemployment, Senate Report 2072, 70th Congress, 2d session, 

submitted by Mr. Couzens, February 25, 1929 1596 

Summary of an Investigation of Unemployment by the Brookings Institute, 
statement by Isador Lubin before the Senate Committee on Labor and 

Public Welfare 1607 

Unemployment, 1929, by William M. Leiserson, from Survey, April 1, 1929 _ 1646 

Busy Machines and Idle Men, by Beulah Amidon, from Survey, April 1, 

1929 1651 



Crash, by Arthur M. Scblesinger, Jr., from “The Crisis of the Old Order,” 

Houghton Mifflin Co., publishers 1659 

Crash, dv Frederick Lewis Allen, from “Only Yesterday,” Harper & Bros., 



Black Depression, by Frederick Lewis Allen, from “Since Yesterday,” 

Harper & Row, publishers, Inc. 1675 

Institutional Frictions and Technological Unemployment, by Alvin H. 

Hansen, from the Quarterly Journal of Economics, August 1931 1685 

Business Looks at Unemployment, by Julius H. Barnes, from the Atlantic 

Monthly, August 1931 1693 

Causes of World Depression, by John Maynard Keynes, from the Forum, 

January 1931 t 1704 

That Elusive Equilibrium, by Richard A. Lester, from the Forum, Septem- 



Job Hunters, by E. Wight Bakke, from “The Unemployed Workers,” 

Yale University Press, 1940 1716 

The Hungry City, a Mayor’s Experience With Unemployment, by Joseph 

L. Heffernan, from the Atlantic Monthly, May 1932 1720 

“Watchman, What of the Night?” Isaiah 21:11, by John Kenneth Gal- 
braith, from “The Great Crash,” Houghton Mfflin Co., publishers 1730 

Part II. Depression Programs and Proposals 

Efforts in Congress to Stabilize Employment — Chronology 1907-29, from 

the Congressional Digest, January 1931 1734 

From 1921 Forward, by Edward Eyre Hunt, from the Survey, April 1, 

1929 1738 

The Senate Takes Stock, by James Couzens, from the Survey, April 1, 



Statement by President Herbert Hoover, March 7, 1930 1744 

Emergency Aid For Employment, President Hoover’s program, from the 

Congressional Digest, January 1931 1745 

An Unemployment Program, editorial from the Nation, December 10, 



the Old Order,” Houghton Mfflin Co., publishers 1753 

Fighting Unemployment, by Henry Raymond Mussey, from the Nation, 
December 10, 17, and 24, 1930: 

I. Organizing the Labor Market 1739 

II. Unemployment Insurance 1763 

III. Stabilization 1767 

A “5- Year Plan” for America, by Charles A. Beard, from the Forum, 

July 1931 1771 

vn 



VIII 



CONTENTS 



Message to Congress, December 8, 1931, by President Herbert Hoover--. 
The Immediate Unemployment Problem, by Sumner Slichter, from 
“Potentials of the American Economy,” Harvard University Press 
The Agenda of Reform, by Arthur M. Schleeinger, Jr., from “The Crisis "of 

the Old Order, Houghton Mifflin Co., publishers 

The Case for Federal Relief, by Gifford Pinchot, from the Survey, January 

1) 1932. ..... ....... _________ 

Rock-Bottom Responsibility, by Robert F. Wagner, from the Survey, 

June 1, 1932 ....... 

The New Lead From Capitol Hill, by Isador Lubin, from the Survey, 

March 1, 1932 

Unemployment Insurance, an American Plan To Protect" Workers' and 
Avoid" the Dole, by Frances Perkins, from the Survey, November 1, 

1931 _________ 

Is Wagner Proposal for Federal Employment Agencies Sound?" from" the 

Congressional Digest, January 1931 X 

balious for Relief, by Mauritz A. Hallgren, from the Nation, November 

30, 1932 

Inaugural Address, March 4, 1933, of Franklin D. Roosevelt 

Economics and the National Recovery Administration, by J. M. Clark, 

from the American Economic Review, March 1961 

Fifth Winter of Unemployment Relief, by E. Wight Bakke, from the Yale 

Review, December 1934 

Unemployment Relief, by Covington Gill, FERA HI 

The NlRA and Stabilization, by Otto Nathan, from the American Eco- 
nomic Review, March 1935 „ 

Jobs for All, by Jonathan Mitchell, from the New Republic, July 10, 1935 

The Ideology of the Second New Deal, by Arthur Ml Schlesinger, Jr., from 

The Politics of Upheaval,” Houghton Mifflin Co., publishers 

Roosevelt’s Tree Army, by Jonathan Mitchell, from the New Republic. 

May 29 and June 12, 1935 

Can We Employ the 8 Million? — A Debate, from the Forum, March 1937- _ 
Unemployment Relief and Insurance, by Emerson Ross, WPA, from the 

American Economic Review, March 1937 

Unemployment and Recovery, by Edwin E. Wilte, from the Yale Review, 

spring 1937. 

Safeguards Against Depression: An Analysis of Depressions Cures, by Sum- 
ner H. Slichter j. 

The Paradox of the WPA, by Dean R. Brimhall, from Common Sense, 

September 1938 

Unemployment in the United States, 1930-40, by" Paul Webbinkl from 

the American Economic Review, June 1940 ..-I 

The Sick World of John Maynard Keynes, by Robert L. HeUbroner, from 
‘The Worldly Philosopher,” Simon and Schuster, Inc., publishers 



Pat* 

1785 

1787 

1800 

1814 

1821 

1828 

1839 

1846 

1876 

1886 

1890 

1903 

1916 

1925 

1939 

1944 

1961 

1969 

1975 

1982 

1992 

2001 

2007 

2030 



INTRODUCTION 



As the 89th Congress convenes, less than three decades have elapsed 
since the publication of Keynes’ “General Theory of Employment In- 
terest and Money.” 

Less than two and a half decades have elapsed since World War II 
brought the great depression to an end. 

Yet in these three brief decades most of what may be called Ameri- 
can employment and manpower policy has evolved. This volume pro- 
vides an account of the great depression of the 1930’s and the thinking 
and policies directed at relieving its effects and starting recovery. 

In 1929, just before the great crash, before statistical measurement 
of unemployment even existed, there was already a growing concern 
about unemployment, its causes, and the possibility that it was in- 
creasing. The article by Sumner H. Slichter, a distinguished Harvard 
economist, represents a professional look at what were disturbing 
employment declines in several industries, and an analysis of several 
alternative explanations. This makes for an interesting parallel to 
current discussions of unemployment, especially in light of the con- 
cluding plea for “efficient national organization of the labor market.” 
Nor was concern limited to professionals in the academic world* The 
report of the Senate Committee on Education and Labor in March 
1929 is an interesting reflection of congressional concern. The study 
commissioned by the committee, and conducted by Isador Lubin, of 
the Brookings Institution follows. William Leiserson’s article dis- 
cusses some of the characteristics of “prosperity unemployment” — 
notably the plight of older workers. Beulah Amidon assembled some 
specific examples of technological change and worker displacement 
of the times. Isador Lubin’s article “Let Out” is a vivid account of 
the personal impact of unemployment in a market of limited employ- 
ment alternatives. Taken together, these represent a rather wide- 
spread concern about joblessness in a year in which unemployment 
averaged an estimated 1.6 million or 3.2 percent of the labor force. 

John Kenneth Galbraith, a distinguished economist, ambassador, 
:and historian of the great crash has said : 

Some years, like poets and politicians and some lovely women, are singled 
out for fame far beyond the common lot, and 1929 was clearly such a year. Like 
1066, 1776, and 1914, it is a year everyone remembers * * * A reference to 
1929 has become shorthand for the events of that autumn. 

Those events are seen through the eyes of two observers in this volume. 
Arthur M. Sehlesinger, Jr., author of “The Roosevelt Years,” cast the 
events mainly in their political environment ; Frederick Lewis Allen’s 
treatment is more descriptive of the stock market and those who oper- 
ate in it. 

“Statistics are bloodless things” states Frederick Lems Allen at 
the start of his description of events in 1932. The skill with which 
the data were made human, places “Black Depression” high among 
the descriptive classics of the human misery, frustration, and hope- 
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lessness which attended mass unemployment in the great depression. 
This is followed by a technical by a readable discussion of the then 
current debate over technological unemployment. It was authored 
by Alvin H. Hansen, who later became one of the first architects of 
full employment policy proposals. The article by Julius Barnes is 
a view of unemployment as seen from the “businessmen’s” point of 
view. 

“* * * If then, I am right * * *” said Keynes in 1931, 5 years 
before publication of his General Theory, “* * * the fundamental 
cause of the trouble is the lack of new enterprise due to an unsatis- 
factory market for capital investment * * . It was the investment 
function which was to play a central role in the General Theory and 
the Keynesian Revolution. Richard A. Lester describes, the futility 
of the generally held business view that price stability would restore 
confidence and start the Nation toward prosperity again while at the 
same time workers were being laid off and incomes were declining. 
E. Wight Bakke describes the experience of a typical individual ac- 
tively seeking work in 1933. “The Hungry City” was written by 
Joseph L. Heffeman, then mayor of Youngstown, Ohio, and is an 
account of the frustrations encountered by a public official attempting 
to deal with the problems of mass unemployment and the timidity in 
seeking new solutions. Part I of this series concludes with a look 
backward at 1929 by John Kenneth Galbraith from 1954. 

By way of prefacing part II of this volume, which deals with de- 
pression programs and proposals, a chronology of congressional efforts 
to stabilize employment before the depression has been included. Ed- 
ward Eyre Hunt, writing in 1929, describes President Hoover’s recog- 
nition of unemployment as a national problem since 1921, and his 
concern about it. Senator James Couzens, of Michigan, reviews the 
hearings on unemployment before the Senate Education and Labor 
Committee in 1929 and the recommendations based thereon. The 
statement by President Hoover in March 1930 is famous for the ex- 
pressed conviction that the worst effects of the collapse were over. 
“Prosperity cannot be restored by raids upon the Public Treasury,” 
stated President Hoover at the end of 1930 in response to efforts in 
Congress to increase relief measures. The Congressional Digest sum- 
marizes the Hoover unemployment program. 

“What shall we do about unemployment?” is the editorial query of 
the Nation magazine in December 1930, and recommends enactment 
of legislation sponsored by Senator Wagner of New York to establish 
a national unemployment insurance system and a national public em- 
ployment service. ‘‘Responsibility in Albany” affords a look at Roose- 
velt as Governor of New York, those who surrounded him, and the 
thinking of the team that was to enter the White House in March 1933. 
H. R. Mussey reviews the three proposals being considered to deal 
with unemployment in 1930. Charles A. Beard, prolific observer 
of the American scene, preferred a “5-year plan” for the country in 
mid- 1931. President Hoover’s message to Congress at the end of that 
year claimed that data from the Public Health Service showing de- 
clines in sickness and mortality rates proved that the unemployed 
were being “protected from hunger and cold;” it protested further in- 
volvement of the Federal Government, and expressed faith in the 
ability of the economy to recover because it had always done so in the 
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past. Sumner Slichter describes the extent of joblessness in 1932 and 
the size of the relief burden. He also discusses the weakness of public 
works efforts, the futility of attempts to “spread work” among 11 
million unemployed and a host of other programs and proposals. 

The Agenda of Reform reviews variations in thinking of leading 
economists in the early thirties, some of whom were to become influ- 
ential in the “New Deal.” Gifford Pinchot demands that tax rates 
on upper income brackets be increased to provide funds for Federal 
relief. Senator Robert F. Wagper discusses the need for a com- 
pulsory national unemployment insurance program and reviews the 
extensive development of such programs in other countries. Isador 
Lubin reviews the testimony or witnesses on questions of economic 
planning before the Senate Committee on Manufactures. A bill, 
sponsored by Senator Robert F. LaFollette, Jr., proposed creation of 
a National Economic Council, similar in function to the present Coun- 
cil of Economic Advisers. Frances Perkins, who was to become Sec- 
retary of Labor in the Roosevelt Cabinet, poses unemployment insur- 
ance as an alternative to “the dole.” A debate over the merits of 
Senator Wagner’s employment service proposals is reproduced as it 
appeared in the Congressional Digest in January 1931. Mauritz A. 
Halgren gave another view of relief needs and responsibilities. 

By March 1933, the depression had persisted for more than 3 
years. According to estimates made later, joblessness rose from 1.6 
million persons in 1929 to 12.1 million in 1932. E. Wright Bakke 
describes the early experience and impact of unemployment relief 
efforts. Covington Gill describes the direct relief program under the 
Federal Emergency Relief Administration. Otto Nathan reviewed 
the NRA in the context of what it might contribute to long-run stabili- 
zation. In “Jobs for All,” a New Republic article appearing in July 
1935, Jonathan Mitchell gives a critical appraisal of employment re- 
lief programSo 

“The year 1935 marked a watershed,” wrote Arthur M. Schlesinger, 
Jr., “. . . the strategy of the New Deal experienced a subtle but per- 
vasive change.” In “The Ideology of the Second New Deal,” he de- 
scribes the many facets of that change, and the inroads that Keynes 
was making in the prevailing concepts of political economy. “Roose- 
velt’s Tree Army” is a discussion of the Civilian Conservation Corps. 
“Can We Employ the 8 Million?” is really a debate over whether or 
not industry could recover unaided. With unemployment at 8 million 
John G. Jones citesthe “unfilled need for nearly a million skilled 
workers.” The rejoinder states that industry cannot possibly cope 
with the situation alone, and suggests that one reason for the shortage 
of skilled workers is that too many people are going to college. Emer- 
son Ross examines the unemployment situation in early 1937 and its 
implications for future programs. In “Unemployment and Recovery,” 
Edwin E. White looks at the need for skilled workers and calls for a 
“revival of apprenticeship.” Sumner Slicher examines the recovery 
policies of the New Deal. The wait for the economy to right itself 
had thus far been in vain. President Hoover was convinced that gov- 
ernment intervention would prevent recovery, intensify unemploy- 
ment, and that relief would demoralize workers. On inauguration 
day “the fog of despair hung over the land.” In Prologue, 1933, 
Arthur M. Schlesinger describes the mood of the country ana the ride 
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of Hoover and Roosevelt from the White House to the Capitol. “This 
Nation asks for action, and action now,” stated Roosevelt in his first 
inaugural speech. “Our greatest primary task is to put people to 
work.” The “New Deal” had commenced. 

The “Blue Eagle,” as the National Recovery Administration be- 
came known, was one of the early programs or the New Deal. An 
■early appraisal of its effectiveness was undertaken by J. M. Clark, 
professor of economics at Columbia University. 

Dean Brimhall reviews the accomplishments of the WPA. Paul 
Webink’s article is an overview of unemployment and New Deal pro- 
grams from the vantage point of mid-1940. The volume concludes 
with Robert L. Heilbroners classic and uniquely literate treatment of 
Lord Keynes. 

The material in this and subsequent volumes dealing with the history 
of employment and manpowerpolicy was compiled and organized by 
Frazier Kellogg, staff economist of the subcommittee. The task of 
gathering material contained herein was made eminently more efficient 
by the able assistance of Peter Sheridan and his staff at the Legislative 
Reference Service in the Library of Congress. 

Joseph S. Clark, 

Chairman, Subcommittee on. Employment and Manpower, 

Senate Committee on Labor and Public Welfare* 



PART I. THE CRASH AND DEPRESSION 

[From Survey, Apr. 1, 1929] 

RECENT EMPLOYMENT MOVEMENTS 

(By Sumner H. Slighter) 

For the first time in the history of this rapidly growing country, 
employment in our two largest branches of industry — farming ana 
manufacturing— is manifesting a definitely downward trend. The 
drop has not heen a momentary slump such as business depressions 
have often produced. It is a longtime trend which has been going 
on in agriculture since about 1910, and in manufacturing since 1920, 
and which may continue for some time to come. In addition, there 
has been a substantial decrease in the number of railroad workers 
since 1920, and employment in mining has remained substantially 
stationary. 

The greatest drop has occurred in farming. The agricultural census 
of 1925 indicates that farm population diminished by 2,500,000 be- 
tween 1920 and 1925, and the Department of Agriculture estimates 
that there was a further fall of nearly 1,300,000 between 1925 and 
1928. Not all of the persons who left the farms were employed in 
agriculture, but if the proportion so employed was the same as in the 
total farm population of 1920 (admittedly a conjectural assumption), 
then there has been a drop of approximately 1,200,000 in agricul- 
tural employment. The decrease m factory workers between 1919 
and 1925 was over 800,000. The change since 1925 is uncertain, but 
the index of the Bureau of Labor Statistics indicates that factory 
workers in 1928 were 200,000 less numerous than in 1925 (assuming 
that the bias in the index, due to its failure to take account of new 
plants, has been the same since 1925 as it was between 1923 and 1925) . 
The decrease in railroad employment since 1920 has been about 300,000 
(exclusive of the drop in the shop forces which is counted in the de- 
crease in factory employment). In all, there has been a decrease of 
about 2,300,000 during the last 8 years in the number of persons em- 
ployed in four major branches of industry — farming, manufacturing, 
railroading, and mining. 

Between 1920 and 1928, the population of the country increased by 
13,600,000. Were it not that employment in many branches of in- 
dustry has grown at a spectacular rate, we should undoubtedly be con- 
fronted with unemployment of unprecedented volume. But between 
192Q and 1927 the number of workers in the building trades increased 
by possibly 300,000. The more than two-fold gain in automobile reg- 
istrations has led to an increase of roughly 750,000 persons engaged 
in selling and servicing automobiles and of more than 500,000 in the 
number of hotelworkers. Public-school teachers increased by 135,000 
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between 1920 and 1926, and telephone employees by over 78,000 be- 
tween 1920 and 1927. L. B. Mann estimates that there are now 100,000 
more life insurance agents than in 1920. Bobbed hair and a sub- 
stantial rise in the purchasing power of salaries and wages have pro- 
duced a boom in the barbering and beauty-parlor businesses and an 
increase of nearly 200,000 in the number of barbers and hairdressers. 
Finally, the students in secondary schools and colleges have increased 
from 3,100,000 in 1920 to nearly 5,200,000 in 1926, or 67 percent. 
Whether or not the net result has been a growth in unemployment no 
one knows, because there are too many uncertain items on each side 
of the balance sheet. One thing, however, is certain — occupational 
shifts of almost revolutionary size and rapidity have been occurring. 
These shifts are the outstanding characteristic of the present labor 
market. What causes lie behind them and what problems of public 
policy do they create % 

The recent shrinkage in agricultural, factory, and railroad employ- 
ment and the stationary employment in mining have not been caused 
by a drop in production. Agricultural output it is true, was slightly 
less than in 1927 than in 1920 but factory production increased 22 per- 
cent, the output of freight-ton-miles by the railroads about 4 per- 
cent, and the output of mines about 20 percent. The growth of physical 
output in the face of shrinkage or stationary employment has led many 
persons to attribute the displacement of men to labor-saving methods 
and mac hin es. Fewer workers are said to be needed because each man 
is producing so much more. It is pointed out, for example, that 
whereas the average output per factory worker actually diminished 
by about 5 percent between 1909 and 1919, it increased about 30 per- 
cent between 1920 and 1927. 

But tins explanation is too simple to fit the facts. In the first place, 
in neither mining nor railroading has production per employee grown 
so rapidly since 1920 as it did during the decade ending with. 1919. 
Yet between 1910 and 1920, the number of mine workers and railroad 
workers increased. In the second place, the shrinkage of employ- 
ment in manufacturing has occurred to a great extent in industries 
■which have suffered from contraction of markets rather than in those 
in which technical change has been most rapid. Ship and boat build- 
ing, which lost 337,000 men, alone counts for over half the total drop 
among wage earners in manufacturing between 1919 and 1925. The 
agricultural depression is mainly responsible for the decrease of em- 
ployment in the farm-implement and fertilizer industries, and chang- 
ing fashions and social habits largely account for the fewer workers 
engaged in the manufacture of buttons, needles, hooks, pins, eyes, 
snap fasteners, hairpins, combs, jewels, cigar boxes, sewing machines, 
and sewing-machine cases and attachments. In about 23 industries 
a major, if not the major, reason for the shrinkage of employment 
has been contraction in the market. These industries account for about 
rthree-fourths of the total drop in factory employment between 1919 
and 1925. In the third place, the industries which have been character- 
ized by most revolutionary technical changes do not necessarily em- 
ploy fewer workers. The petroleum-refining, automobile, pottery, ce- 
ment, and cast-iron-pipe industries have all experienced radical tech- 
nical changes during the last 7 or 8 years, but m every instance there 
has been a substantial increase in their total employment since 1920. 
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Closely related to the suggestion that machines are primarily re- 
sponsible for the shrinking or stationary employment in farming, 
manufacturing, railroading, and mining, is the theory, advanced fre- 
quently during the last year, that the producing power of industry has 
been outrunning the purchasing power of the public. But this theory 
will not bear examination. To begin with, the extraordinary flood of 
goods which is said to be taxing the public’s ability to purchase is not 
m evidence. Agricultural output in 1920 was greater than it has been 
in any subsequent year. Factory and mineral production increased 
substantially between 1920 and 1923, but since 1923 they have in- 
creased less rapidly than during most of the first two decades of the 
century. During the quinquennial ending in 1927, factory output 
gained only 4 percent as against 22 percent between 1899 and 1904, 
30 percent between 1904 and 1909, 6 percent between 1909 and 1914, 
and 26 percent between 1914 and 1919. The output of mines was al- 
most stationary— it increased less than 2 percent as against a 90-per- 
cent expansion during the period 1898-1900—1908-10, and 45 percent 
during the period 1908-10—1918-20. The output of railroads has 
also been practically stationary since 1923. During the first two 
decades of the century, however, it grew rapidly — 43 percent between 
1899 and 1904, 37 percent between 1904 and 1909, 27 percent between 
1909 and 1914, and 29 percent between 1914 and 1919. These figures 
deserve special emphasis. During the years of the much vaunted 
“Coolidge prosperity,” the production of four major branches of in- 
dustry was almost stationary. Clearly it is ridiculous to assume that 
the country has been deluged with a rapidly rising flood of goods. 

But the case against the overproduction theory of displacement be- 
comes stronger when we examine the value of the output of farming, 
manufacturmg,’ railroading, and mining. Although the physical 
product has been growing at a modest rate, the value product, due to 
falling prices, diminished from approximately $107,420 million in 
1920 to $84,917 million in 1923, and $88,033 million in 1927. In other 
words, the amount received by farmers, manufacturers, railroads, and 
mines for their output in 1927 was approximately 18 percent less 
than in 1920, and only about 3y 2 percent more than in 1923. During 
the same time, however, the number of dollars spent by the country 
was rapidly growing. The best index of national expenditures is 
furnished by debits to individual accounts. Prof. M. A. Copeland 
has estimated that the total volume of debits in 1927 was 35 percent 
above 1920, and 41 percent above 1923. In order to be conservative, 
however, we shall measure expenditures by the actual debits in 140 
cities exclusive of New York. In 1927, they were 17 percent above 
1920 and 25 percent above 1923. In view of these figures, it is con- 
servative to assume that the dollar expenditures of the country in 1927 
were at least one-fifth more chan in 1920 and one- fourth more than in 
1923. Since the output of farms, factories, railroads, and mines has 
been diminishing in value while the country’s volume of spending 
has been increasing, it is scarcely possible to explain the trend of 
employment in these four main branches of industry by the country’s 
inaoility to purchase their products. 

Still another popular explanation of the falling or stationary em- 
ployment iii some branches of industry is the alleged restriction of 
production on the part of employers — a restriction motivated by the 
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fact that greater profit can be made by selling a limited output at a 
higher price and made possible by trade associations and other devices 
for creating concert of action. But this explanation obviously does 
not apply to either agriculture or railroading, which together account 
for over two-thirds of the total shrinkage in employment. Nor does 
it apply to bituminous coal mining which, from the standpoint of 
employment, is by far the most important of the mining industries. 
Some color is lent to the theoiy that during the last 5 years combina- 
tions of m anuf acturers have limited output, by the fact that between 
1919 and 1923 the physical output of factories increased by 28 per- 
cent whereas between 1923 and 1928, according to the latest figures, it 
increased only 10 percent. In many branches of manufacturing, 
however, competition has been notoriously severe. Furthermore, ab- 
sence of effective restriction is indicated by the decrease of about 7 
percent in nonagricultural wholesale prices between 1923 and 1927, 
and by the exceptionally high failure rate among manufacturing en- 
terprises. In fact, substantially more manufacturers failed during 
each of the 5 years from 1923 to 1927 than in 1921, the worst year of 
tb.6 depression. 

Evidently a major reason for the trend of employment in agricul- 
ture, manufacturing, railroading, and mining is the state of demand 
the reluctance of the public to buy more from these branches of in- 
dustry. Even the modest increases in physical output during the last 
4 years have been forced upon the market only by price reductions— 
for between 1923 and 1927, the average wholesale price of nonagricul- 
tural products decreased 7 percent and of mineral products about 
9 percent and the gross revenue of railroads per ton-mile and the 
average farm price of 30 commodities each dropped about 3 percent. 
It is this unwillingness of the public to buy more agricultural com- 
modities, manufactured goods, railroad service, and mineral products 
which, in conjunction with the growing productivity of labor, explains 
the course of employment in these industries. Only because of the 
state of demand has the growing effectiveness of labor tended to dis- 
place men quite as much as to increase the output of farms, factories, 

railroads, and mines. . 

The effect of relatively stationary demand and of technical progress 
upon employment in farming, manufacturing, railroading, and min- 
ing has been accentuated by the movements of (1) wages, (2) the price 
of producers’ goods, and (3) longtime interest rates. All of these 

E rices have fallen since 1920, but producers’ goods and interest rates 
ave decreased much more than wages. Consequently employers have 
found it profitable to use relatively more capital and relatively less 
labor. Just how great has been the incentive to substitute capital for 
labor is roughly indicated by the fact that the average hourly earnings 
of a factory worker would purchase 67 percent more producers’ goods 
in 1927 than in 1920, and 21 percent more than in 1923. And in 1927 
money for investment in plant and new machinery could be borrowed 
for about one-fourth less than in 1920 and for about one-seventh less 
than in 1923. 

The rapid substitution of capital for labor is best indicated by 
changes in the number of wage earners and in the capacity of prime 
movers. In railroading, for example, the tractive power, of locomo- 
tives per railroad employee increased 11 percent between 1913 and 
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1920, but 35 percent between 1925 and 1927. In manufacturing, the 
number of wage earners and the amount of horsepower in the average 
factory have changed as follows : 





Wage tamers 


Horsepower 


Horsepower 
p«r wage .. 
earner 


1914 


39 

42 

45 

45 


125 

137 

169 

193 


3.2 

3.3 

3.2 

4.3 


1919 ;;; 


1923— 


1925 





. It will be observed that, between 1914 and 1919, there was substan- 
tially no change in the amount of installed power per wage earner, but 
that after 1919 the amount of power per worker increased nearly 
one-third. 

To assert that price movements are causing the displacement of men 
is not simply another way of saying that new inventions are displac- 
ing men. Technical change might take the form of methods which 
require less capital and more labor. But the price movements of the 
last 8 years have created an incentive for a particular kind of techni- 
cal change; namely, methods of production, which require relatively 
little labor. Behind the particular kind of technical change which 
has occurred are the price movements that have made this sort of 
change especially profitable. Furthermore, these price movements 
have made it profitable to displace men even where new machines 
have not been invented because they have made it advantageous to 
use the existing machines in situations where formerly it did not pay. 
Even had no labor-saving devices been invented, recent price move- 
ments alone would have caused the displacement of some men. 

If the public is spending more in all, but less for the products of 
farms, factories, railroads, and mines, its outlays for many other things 
must have expanded stupendously. Some of the ways in which money 
is being spent produce little employment, and if unemployment today 
is abnormally large, part of the explanation must be that huge sums 
are being used in ways that set relatively little labor at work. For 
example, in 1928 the public spent nearly $70 billion on the New York 
Stock Exchange— more than twice as much as in either 1920 or 1923. 

The number of real estate transfers has also increased since 1920. 
It is obvious that expenditures for neither stocks nor real estate create 
many jobs. On the. other hand, some of the shifts in spending have 
created many new jobs. Behind the rapid increases in the number 
of building tradesmen, teachers, telephone employees, and life insur- 
ance agents is the fact that since 1920 the country has approximately 
doubled its expenditures for their products. It is these spectacular 
shifts in the Nation’s expenditures which make the employment prob- 
lem of today primarily one of shifts in the demand for labor rather 
than of shrinkage in the number of j obs. 

Nevertheless large and rapid shifts in the demand for labor, even 
though not accompanied by a net decrease in the total number of 
jobs, may create serious unemployment in some occupations and in 
some regions. Indeed, being thrown out of work by a pe rman ent 
decrease in the staff is often more burdensome than being thrown 
out by a seasonal or a cyclical skimp. In the latter cases the work- 
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man is fairly certain that within a few months he will again be needed 
by his old employer and that he will soon be back at his old job. He 
is without work, out he does not necessarily regard himself, as without 
a job or without an employer. But the man who is dismissed, because 
of a permanent reduction of staff is without both work and a job. He 
must find a new employer, possibly in a new industry, and often in 
another city. 

Permanent staff reductions are especially disastrous for the oldest 
and the least efficient men — the very ones whom enterprises are most 
likely to lay off and who are most likely to experience difficulty in 
obta ining work. It is not surprising, therefore, that there has been 
much complaint during the last several years concerning unemploy- 
ment among older men. All of this has an important bearing on the 
problem of old-age pensions. A man who loses his yegular job and 
who, on account of his age, must struggle along with intermittent 
employment at low wages is likely to use up, 10 or 15 years earlier 
than he intended, the savings which he accumulated against old age. 
Not because he has failed to save, but because market shifts or tech- 
nical changes have deprived him of steady work 10 or 15 years before 
the normal age of retirement, he may find himself destitute at 60 or 
65. In view of the fact that market shifts or industrial progress, 
from which the rest of the community profits, are partly responsible 
for this destitution, the community has a peculiarly strong obligation 
to provide these men with a pension. The greater the shifts in demand 
and the more rapid the rate of technological change, the more acute 
is the need for ola-age pensions. 

But the problems created by employment shifts are by no means 
confined to the older workers. Any man who is displaced because 
the number of jobs in his occupation or industry is shrinking, is likely 
to have trouble in finding work that he is especially well qualified 
to do. His difficulty is likely to be enhanced by the fact that the 
shifts in employment are regional as well as occupational and indus- 
trial. Jobs which he could well fill may be available but they may be 
so far away that he does not learn of them. The following table, how- 
ever, showing the changes in the number of factory wage earners 
between 1919 and 1925 and in the farm population 10 years of age 
and over between 1920 and 1925, indicates the unevenness of the re- 
gional changes in these industries. 



Region 


Factory 

wage 

earners, 

1919-25 


Percent of 
change 


i 

Farm 
population 
10 years of 
age and over, 
1020-25 


i 

Percent of 
change 


Vow Enel and - . - 


-229,173 


-17.0 


+19,076 


+3.7 


Middle Atlantic 


-381,614 


-13.3 


-82,806 


-5.5 


’Poof; north central ...... 


-53,819 


-2.3 


-314,674 


-8.3 


Woct north central 


-46,815 


-9.4 


-177,704 


-4.6 


South Atlantic .. ... ........... ......... 


+21,622 


+2.7 


-524,149 


-11.4 


East south central 


+26,769 


+8.1 


-387,672 


—10.3 


Woof qnnth rantraL- _ 


-20,084 


-7.0 


-325,440 


-8.6 


Mountain 


-8,842 


-8.1 


-108,828 


-12.7 




-20,155 


-4.6 


+13,225 


+1.6 








l 

I 
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Five-sevenths of the decrease in factory employment, it will be ob- 
served, occurred in the New England and Middle Atlantic States. 
These States, however, contained only 47 percent of the total factory 
wage earners in 1919. Neatly “two-thirds of the decrease in farm popu- 
lation occurred in the South. It will be observed also that factory 
employment increased in the South Central States and farm population 
increased in New England and in the Pacific States. The figures by 
industries and States would show a still more spotted distribution of 
employment changes. The flour industry, for example, has been de- 
creasing in Minneapolis and increasing in Buffalo, Kansas City, and 
St. Louis ; cotton manufacturing has been diminishing in New England 
since 1921, but growing in the South ; the coal industry has been de- 
clining in Illinois, Indiana, Iowa, Ohio, and Pennsylvania* but expand- 
ing rapidly in Kentucky, Virginia, and West Virginia. Farming is 
increasing in the Dakotas, Nebraska, Kansas, Oklahoma, Texas, and 
Colorado. 

The uneven regional distribution of occupational changes indicates 
the need for 'an efficient national organization of the labor market. The 
need is as urgent as was, until a few years ago, the need for efficient 
organizations to distribute railroad cars or credit. Again and again 
one section of the country suffered from lack of cars or credit, while 
others had surplus supplies. Shippers’ advisory boards and the Fed- 
eral Reserve bank have ended regional car and credit shortages. Some 
employers are opposed to any arrangement which increases the mobil- 
ity of labor. But the economic j ustification for improving the mobility 
of labor is precisely the same as the justification for improving the 
mobility of credit or . of freight cars. If it is legitimate for the Govern- 
ment, through the ag^hcy of the Federal Reserve banks, to create a 
national market for certain varieties of commercial paper ? it is equally 
legitimate for the Government to 'assist in creating a national market 
for labor. 



[S. Kept. No. 2072, 70th Gong., 2d sess.] 

CAUSES OF UNEMPLOYMENT 



Febbtjaby 25 (calendar day, Mabch 1), 1929. — Ordered to be printed 



Mr. Couzens, from the Committee on Education and Labor, sub- 
mitted the following 

REPORT 

[Pursuant to S. Res. 219] 

Under date of May 3, 1928, the Senate adopted Senate Resolution 
219 of the 70th Congress, 1st session. The resolution was as follows : 

Whereas many investigations of unemployment have been made during recent 
years by public and private agencies ; and 
Whereas many systems for the prevention and relief of unemployment have 
been established in foreign countries, and a few in this country ; and 
Whereas information regarding the results of these systems of unemployment, 
prevention, and relief is now available ; and 
Whereas it is desirable that these investigations and systems be analyzed and 
appraised and made available to the Congress : Therefore be it 
Resolved , That the Committee on Education and Labor of the Senate, or a 
duly authorized subcommittee thereof, is authorized and directed to make an 
investigation concerning the causes of unemployment and the relation to its 
relief of (a) the continuous collection and interpretation of adequate statistics of 
employment and unemployment; (b) the organization and extension of systems 
of public employment agencies, Federal and State; (c) the establishment of 
systems of unemployment insurance or other unemployment reserve funds. 
Federal and State, or private; (d) curtailed production, consolidation, and eco- 
nomic reconstruction; (e) the planning of public works with regard to stabiliza- 
tion of employment; and (f) the feasibility of cooperation between Federal, 
State, and private agencies with reference to (a), (b), (c), and (e). For the 
purposes of this resolution such committee or subcommittee is authorized to hold 
hearings and to sit and act at such times and places; to employ such experts 
and clerical, stenographic, and other assistants ; to require, by subpena or other- 
wise, the attendance of such witnesses and the production of such books, papers, 
and documents ; to administer such oaths and to take such testimony and make 
such expenditures as it deems advisable. The cost of stenographic services to 
report such hearings shall not be in excess of 25 cents per hundred words. The 
expenses of such committee, which shall not be in excess of $15,000, shall be paid 
from the contingent fund of the Senate upon vouchers approved by the chairman. 
The committee or subcommittee shall make a final report to the Senate as to its 
findings, together with such recommendations for legislation as it deems advis- 
able, on or before February 15, 1929. 

Shortly after the Senate had adopted the resolution your committee 
met to consider plans for making the survey. The assistance of the 
Institute of Economics of the Brookings Institution of Washington, 
a nonpartisan, private organization, was sought, and the institute 
assigned Dr. Isador Lubin, of its staff of economists, to assist in direct- 
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ing the work. The work of the institute has been voluntary, and, as a 
result, the expense of the survey to the Government has been slight. 

The committee and the Senate owe the Institute of Economics a 
'debt of gratitude, and the committee herewith expresses it and ftlgp 
compliments the institute upon the work it has done. 

•j r ®P or ^ Hr. Lubin which summarizes the evidence sub- 
mitted to the committee and comments upon it, is printed at the 
conclusion of the printed hearings. Anyone who has followed this 
work or is interested in this subject should read this report. 

The committee is likewise indebted to the Industrial Relations 
Counselors of New York, another endowed organization which has 
been interested in the subject of unemployment. This organization 
contributed to the committ ee three volumes of a report it has made 
on the subject of unemployment-insurance plans. Although this 
report touches on some subjects which had also been reviewed by 
vour committee, we feel that the whole is of such value that it should 
be printed as a part of the evidence of your committee and th i s h as 
been done. 

Likewise, the committee is indebted to any number of business 
men who gave,, unstintingly and willingly, of their time and services. 

Your committee was interested, primarily, in the worker who 
desires to work, who is seeking an opportunity for gainful employ- 
ment, and who is unable to find it. There are others who might, be 
listed as among the unemployed” but those who are not employed 
because they do not choose to be employed, hardly constitute a prob- 
lem for this committee. 

The evidence taken shows the causes or the types of unemploy- 
ment might be divided into three classes : cyclical, seasonal, and 
technological. 

Little necessity exists for describing these three classifications. 
Cyclical unemployment has been like the plague; it has come and 
gone at regular intervals until it has been accepted as a necessary 
evil by some who should know otherwise. We do not believe, any 
more, that it is necessary for the baby to have the diphtheria and 
rickets and other “diseases of childhood.” We have found and are 
finding methods of preventing these diseases. We should recognize 
also that there is an obligation on all^society to attack, un ceasin g ly, 
theproblem of unemployment. 

Cyclical unemployment can be best attacked through the control 
of. credit, according to the experts who testified before your com- 
mittee. It was the expressed view of these students that the Federal 
Reserve System has done and is doing a great deal toward this end. 

We all know the story of progression and retrogression in industry 
as told in the history of all cyclical unemployment. Although there 
may be different causes and although no student seems to be able to 
lay down a dogma as to causes which are universally accepted, the 
results are much the same. We have the first evidence of increased 
business, development of “better times” psychology, increased orders 
and increased production, plant extensions, increased stocks on shelves, 
extensions of credit and then the swing downward, a swing which is 
merely accelerated. 

Ana for labor, we have the inculcation of the practices of inef- 
ficiency which are definite marks of every period of overdevelopment 
and overexpansion and then — unemployment. 
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As Dr. John R. Commons put it in his testimony before your 
committee, “We first demoralize labor and then we pauperize it.” 

We desire to call the reader’s attention' to the statement of Dr.. 
Lubin in the report of the Institute of Economics, which reviews the- 
incidents of cyclical unemployment at greater length and with more 
pointed facts. 

Seasonal unemployment is of more immediate interest because here 
we have a daily problem^ year in and year out, which confronts the- 
industrial leader and society in general. If the businessmen of the 
country will solve this problem to the extent it is possible of solution,, 
will eliminate this waste, the saving to industry will be $2 billion a 
year, according to the testimony of Mr. Sam- O. Lewisohn, a leader 
in many industries, who appeared before your committee. Seasonal 
unemployment can be attacked in many ways. It is being successfully 
attacked in many industries as the evidence will show. Discussion of 
these methods or attack will be found in other sections of this report. 

Technological unemployment covers that vast field where, through 
one device or another, and chiefly through a machine supplanting a 
human, skilled workers have found that their trades no longer exist 
and that their skill is no longer needed. What becomes of these men ? 
What can be done about these thousands of individaul tragedies? 
What do these individual tragedies mean to society as a whole f 

It is an imponderable thing. Some of the experienced witnesses who- 
appeared before your committee stated that new industries absorb 
the labor turned adrift by machine development. The automobile,, 
the airplane, the radio, and related industries were suggested as ex- 
amples. Undoubtedly there is much truth in these statements, but 
nevertheless we are not relieved of the individual problem. It offers 
little to the skilled musician to say that he, who has devoted his life 
to his art, may find a job in a factory where radio equipment is manu- 
factured. Then there is the delay, that inevitable period of idleness 
when readjustments are being effected, the suffering, the loss, the en- 
forced change in environment. True, this may all be “the price of 
progress” but society has an obligation to try, at least, to see that all 
this “price” does not become the burden of the worker. 

This subject also will be discussed more fully under other chapters 
of this report. 

There is one other field of unemployment, the field wherein we find 
the crippled, the superannuated, the infirm. This field constitutes a 
problem for industry and for society. It is a growing field, we be- 
lieve. The man of mature years is not so successful when competing 
with a machine as is a younger man. The problem of these men will 
also be touched upon in other chapters of this report. 

Your committee is required by Senate Resolution 219 to make a re- 
port on the causes of unemployment. So many inquiries have been 
made on this subject, so many conferences have been held, so many 
reports made, so many volumes written, that it would seem impossible 
to contribute anything additional of great value. 

However, your committee feels that it has accomplished something. 
We have striven to obtain an understanding of some of the conditions 
which cause unemployment, of the machinery now had to detect 
when and where unemployment exists, and of the existing facilities 
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for the treatment and the relief of the condition, once it is known to 
exist. 

It is probable the survey could have been more comprehensive and 
that the report of your committee might be mors dogmatic, but we 
emphasize that this is a so-called short session of Congress, and that 
it is most difficult to accomplish a great work like this at a short 
session. Senators are beset with two or more conflicting committee 
meetings and they must choose between them. Because of this con- 
dition, it was impossible to obtain the constant attendance of all 
members of the committee at all meetings. 

Notwithstanding, you*, committee, feels that it has contributed to- 
ward an aroused interest in the subject, that another effort has been 
made to interest leaders in industry in the problem of stabilizing 
employment, that the evidence collected and printed in the hearings 
will provide an opportunity for a better understanding of the whole 
situation, and that as a result of this survey another advance has 
been made in the effort to solve the difficult problem of unemployment. 

Regardless of what may be said in derogation of conferences and 
investigations, this survey shows conclusively that the unemploy- 
ment conference, which was convened in 1921 under the leadership of 
Herbert Hoover, did accomplish something. That conference aroused 
the interest of some employers in the subject of stabilization. They 
returned to their plants and began an effort to stabilize employment 
in their industries. They attained some success and then more, and 
as they succeeded and realized what they had gained, they became 
missionaries in the field. Now, they have appeared before your com- 
mittee and their testimony speaks for itself. 

Before proceeding with a detailed discussion of the evidence, your 
committee wishes to voice the opinion that the unemployment prob- 
lem can only be solved through constant struggle on the part of all 
members of society. When your committee uses the word “solved,” 
it merely means that an opportunity will have been given to everyone 
who really desires work. No one will question that every man is 
entitled to the opportunity to provide for himself ana his family. That 
is a fundamental right and society cannot consider itself successfully 
organized until every man is assured of the opportunity to preserve 
himself and his family from suffering and want. 

If we consider the question from the viewpoint of duty alone, every 
member of society has an obligation to assist in solving it. The em- 
ployer, undoubtedly, has the greatest duty and the greatest responsi- 
bility. He is using labor to make a profit for himself and if he is going 
to take the advantages of this system of society, he must assume the 
obligations likewise. The laborer, or worker, or employee has a duty 
to assist also because there is nothing more certain than that, as every 
step forward is made in the solution of this problem, the individual 
laborer or worker will gain tremendously. 

It is an interesting thing in this connection that the man who must 
labor inevitably thinks most of steady employment, as the evidence 
presented by the Industrial Rela|rons Counselors shows. The fear of 
being “out of a job” is one of tne most demoralizing factors in all the 
relations of man to his job and employee to his employer. 
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And it may as well be remembered that society is going to solve 
this problem, is going to provide an opportunity for man to sustauj 
himself, or is going to sustain man. Society is going to provide an 
opportunity for man to pay his own wav or is going topayforhim. 
Society may as well make every effort to do the job constructively, be- 
cause no society can be strong in which its members are encouragedor 
forced to adopt the position and the place of those seeking charity, 
and secondly, because when society pays the bill through ^nty or 
through the cost of crime, the payments offer little possibility of any 

^^ C |)aSd ^ih^d, president of the Baltimore & Ohio Railroad 
Co put the whole story rather pithily. In the first place he de- 
scribed the old days of intensive individualism where goods were 
produced, largely, in individual shops and by hand labor. Now we 
fave the tremendous factories, the mass i production, and the wealt 
pouring from machines and moving on for the benefit of society. If 
society is going to take this benefit, then society must also accept 
the burdens, Mr. Willard suggested. A man out of work, discon- 
tented, and suffering, constituted a danger for society, he added. As 
lie put it, a man is going to steal before he starves, and the word 
“steal” may cover a multitude of other crimes— crimes perhaps of 
the man who steals but crimes of far greater magnitude for that 
society which permits a condition which induces or invites men to 

St Your committee will now proceed with the detailed demands of 
the resolution and will discuss the subjects in the order in which they 
are i presented in the resolution. 

j A) THE RELATION HAD BY THE CONTINUOUS COLLECTION AND INTER- 
PRETATION OF ADEQUATE STATISTICS OF EMPLOYMENT AND UNEM- 
PLOYMENT TO THE RELIEF OF UNEMPLOYMENT 

The testimony of Commissioner Ethelbert Stewart, of the Bureau 
of Labor Statistics of the Department of Labor; the testonwj of 
Dr. John R. Commons; of Mr. Bryce M. Stewart; of Mr. Morns E. 
Leeds, and of a number of other witnesses, shows the necessity of 
having adequate statistics of employment and unemployment, lo 
know g thereis a problem, that there is unemployment, and how severe 
it is, is necessary before a successful attack on it can be made, inat 
seems so obvious it is hardly worth stating. 

We have absolutely no figures as to the number of 
ployed at any definite time. Commissioner Stewart explains that 
situation in his testimony. He has madeestimatcsontheshrink^e 
of employment. The unemployment conference of 1921, after deplor- 
ing the fact that there were absolutely no data obtainable on the sub- 
ject made its “best guess.” Just last year, one dispute after another 
arose in Congress over the number of men out of work. True, th 
discussion was open to the charge of being largely political, but polit- 
ical or otherwise, it should have served to have driven home the point 
that here was a government without any machinery ^rjjowmg 
whether it was afflicted with a disease to which might be added the 
cancer that destroys government. 



SELECTED READINGS IN EMPLOYMENT 



1601 



If we do not have accurate information on this subject, we may rest 
assured we are going to have plenty of inaccurate information. The 
subject is one which is very articulate in itself. Our experience should 
be convincing that all this is so. And in this connection it might be 
well to reflect on the truth that facts will permit sound thinking and 
that an absence of facts produces a condition of fear and panic which 
may be far more costly to the country than would be the cost of main- 
taining a system of obtaining these statistics. 

As to the method of gathering information, and as to what should 
be gathered, there is cause for question and study. Statistics, to be 
of any immediate value, must be gathered quickly, must give a true 
picture and must permit of proper and correct appraisement. In- 
accurate statistics are of no value, and statistics which are months and 
years old are of about the same value as is the result of a post mortem 
to a physician and no more so. They may have value in dealing with 
the problem as a whole, but have no use in relieving immediate neces- 
sity. 

Commissioner Stewart proposes to develop statistics as to unem- 
ployment by measuring the shrinkage and the increase of employment 
and unemployment in a considerable number of industries and by 
applying to the norm the factors thus obtained. This should permit 
a fairly accurate measurement of conditions to be obtained with suffi- 
cient rapidity to meet any demand. But the norm must be first estab- 
lished and Commissioner Stewart proposes to have it established by an 



accurate census. 

The Bureau of the Census should obtain the information that Com- 
missioner Stewart desires and should obtain it at the next census in 
1930. The Bureau of the Census may say its other duties would be 
delayed in this effort, but this work of building an efficient system of 
measuring unemployment is far more important, in the opinion of your 
committee, than a great deal of other information obtained through the 
census. 

As to supplementary statistics, these might and perhaps should be 
obtained in any number of ways. However, it is the testimony of 
witnesses before your committee that until we get a system of unem- 
ployment exchanges established in the various cities and States, it is 
doubtful that we shall get a report more valuable than that proposed 
to be obtained by Commissioner Stewart. 



(B) THE ORGANIZATION AND EXTENSION OF SYSTEMS OF PUBLIC 
EMPLOYMENT AGENCIES, FEDERAL AND STATE 

The Government now appropriates $200,000 for the work of the 
U.S. Employment Service. The director of that Service, Mr. Francis 
I. Jones, appeared before your committee, and his testimony will be 
found in the hearings. 

Your committee also directs attention to the testimony of Mr. Bruce 
M. Stewart, to that of Dr. John R. Commons, and to the report of 
Dr. Lubin, of the Institute of Economics. 

As is shown by Dr. Lubin, the Employment Service is a result of 
war experiences. When the country was mobilized for war purposes 
and the necessity existed to find a man for every place more than & 
place for every man, a war unemployment machine was developed. 
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And, being regarded as an instrument of war, the machinery was 
scrapped in time of peace. Funds were not appropriated, offices were 
•abandoned, personnel dismissed, and of even more importance, the 
employers in private life who had maintained an active interest in the 
unemployment exchanges permitted that interest to wane. 

The result is we have an unemployment service which functions as 
a Federal organization only in the matter of placing farm labor and 
which endeavors to function through grants of money, out of the 
Federal appropriation, to assist in the maintenance of State or city 
employment exchanges. The situation is one not conducive to build- 
ing interest in the organization as it now exists. 

As is shown by Dr. Lubin in his report, repommendations for 
the establishment of public employment exchanges have been made 
for two decades whenever a program for relieving conditions of un- 
employment was given consideration. As far back as 1916 recom- 
mendatitons were made that the country must first organize a national 
system of labor exchanges in order to deal with the unemployment 
problem, as Dr. Lubin shows. In 1921 the President’s Conference 
on Unemployment recommended the formation of a national system 
of employment exchanges and later this recommendation was in- 
dorsed by the committee which prepared for Mr. Hoover a special 
report on business cycles and unemployment. The conclusion of the 
committee was that “the greatest promise seems to be in the develop- 
ment and raising to a high standard of efficiency of a national system 
of employment bureaus.” 

The “pinch” of unemployment is rarely appreciated until it be- 
comes personal. Epidemics of disease may afflict one section of the 
country and arouse tremendous interest and even concern in the other 
sections, but until unemployment becomes local and personal it seems 
to arouse little fear. The man at work appears to have little realiza- 
tion of how he is affected by the fact that his fellow man is out of a 
job. The organization to handle the disease in this form should be 
local also, it seems to your committee. It should be one which would 
be responsible to local conditions and one which is responsible also to 
local officials, to local employers, and to local employees. 

Dr. Commons advised your committee that the States and cities 
should establish and operate the unemployment exchanges and that 
the Federal Government should merely establish an organization of 
experts to coordinate the work of the local exchanges and “to bring 
up the standard” of those offices. Your committee is in accord with 
the idea that the Federal Government should remain as far away from 
the operation of those local offices as is possible. The employment 
exchanges should be local, we repeat. 

To be successful, in fact to be of any great value, public employ- 
ment agencies or exchanges must have the confidence of those for 
whom the exchanges are established, in other words for the employer 
and the employee immediately interested. This confidence can only 
be established through efficient operation of such offices. The per- 
sonnel must have the ability to invite and induce and then to assemble 
information as to the needs of the employer and, having done this, 
must perform the next function of making the contact between the 
employer and the man who wants a job. If the office is efficiently 
operated and deserving of the confidence needed for success, the en- 
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deavor will not only be to find a job for the man and a man for the 
job, but will be to find the right man for the right job, to effect a place- 
ment tvherebbth the employer tind the employee will be pleased- and 
likely to remain so. 

As Dr. Commons said in his testimony, “the best employment agen- 
cies in the United States are not the public employment agencies but 
they are the employers themselves.” He added that he “did not 
believe that we can have public employment offices in this country 
until the employers are willing to suppc rt those offices. 

In other words, the employers who have the most intimate touch 
with the , opportunities for labor, must have sufficient confidence and 
interest in the employment exchanges to make use of them. The 
labor or unemployment exchange must become to the employer for 
labor purposes just what his bank is for purposes of obtaining capital. 

Discussing the organization of employment exchanges, Dr. Com- 
mons offers the example of the Milwaukee office, which is conducted 
and maintained by the local governments, State and city. There, he 
testified, we had for years the experience connected with an employ- 
ment exchange which existed for itself and for jobs for the personnel. 
Then the personnel was placed- under civil service rules, candidates for 
positions were graded in accordance with educational qualifications and 
experience and then an advisory committee, representing organized 
employers and organized labor, selected the best candidate for director 
of the office. The man was appointed. To the criticism that the un- 
organized worker is not represented in this plan, Dr. Common replies 
that the organized employer always takes care of the unorganized 
worker and adds that “the plan has worked.” 

Aside from the Wisconsin offices, there are efficient exchanges in 
some other States, although the number is so small that it does not 
even offer the skelton of a national system. Thirteen States, as Dr. 
Lubin shows, have no employment offices whatsoever. In 11 States 
there is only 1 office and in other States the number of offices vary up 
to the point where 17 offices are found in the State of Illinois. The 
amounts appropriated by the States also vary tremendously. In 
Wyoming, for example, $900 is granted for the work, and from that 
point, the State expenditures for this purpose increase to the point 
where $231,360 is spent in Illinois. The total appropriations of all the 
State governments aggregate only $1,203,906. 

Aside from these general services on the part of the Government 
of the United States and upon the part of State governments, the 
IT.S. Employment Service conducts a farm-labor division which has 
temporary offices at important points in the agricultural States. 
Critics who have studied the work of the service concede that this is 
an important task and that it is well done. 

In view of this very limited sendee throughout the country, in view 
of the few offices conducted and the apparent lack of interest, is there 
any cause for amazement in the fact that private employment ex- 
changes thrive in many cities, and thrive despite the manner in which 
some of the private exchanges are conducted — to not always cast credit 
on the business? 

The burden of assisting the unemployed to find work should be 
borne by organized society through the maintenance of efficient public 
employment exchanges. Efficient public employment exchanges 
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should replace private exchanges. Private employment exchanges- 
which merely attempt to make contact between a worker and a job,, 
which are operated for profit and solely for profit, present a situation 
where there are conditions conducive to petty graft. Such practice 
at the expense of the unemployed is a crime which should not be 

tolerated. . . 

Your committee might summarize its views on this subject in this 

manner: 

1. The existing U.S. Employment Service should be reorganized. 

2. The Director and every employee of the Service should be se- 
lected and appointed after a rigid civil service examination. 

3. The administrative features of the civil service examination 
should permit the cooperation of organized industry and organized 
labor in weeding out the candidates for these places, at least the place 
of the executives. 

4. The Service should become an organization of experts whose 
duties would be to coordinate the work of the States. 

5. Aside from compiling statistics and endeavoring to arrange a 
plan which would permit the Government to be advised promptly 
and accurately of conditions throughout the various State exchanges, 
the Federal Service should not be active. In other words, the Gov- 
ernment should remain as completely detached from the operation of 
exchanges throughout the States as it is possible for it to be. 

There has been some question of the plan now in vogue whereby 
the Government contributes financial assistance to the State offices. 
Witnesses before your committee insisted unemployment anywhere 1 
in the country was of national concern and therefore should be treated 
to some extent with the aid of the Government. But it is. certain that 
some definite system or plan should be devised under which the Gov- 
ernment should grant this money to the States if the Government 
assistance is to continue. The Government expert should make certain 
that the Government was not contributing to inefficiency in the service. 



(C) T HE ESTABLISHMENT OP SYSTEMS OP UNEMPLOYMENT INSURANCE OR 

OTHER UNEMPLOYMENT RESERVE FUNDS, FEDERAL, STATE, OR PRIVATE 

In connection with this subject your committee recommends the 
reading of the testimony of Dr. John R. Commons, of the Institute of 
Economics, and the Industrial Relations Counselors, as well as the 
testimony of the businessmen who discussed conditions in their own 
industries. 

We think it is generally agreed by the witnesses that at the present 
time the following conclusions would be drawn from the evidence: 

1. Government interference in the establishment and direction of 
unemployment insurance is not necessary and not advisable at this 

time. . ... 

2. Neither the time nor the condition has arrived in this country 
where the systems of unemployment insurance now in vogue under 
foreign governments should be adopted by this Government. 

3. Private employers should adopt a system of unemployment in- 
surance and should be permitted and encouraged to adopt the system 
which is best suited to the particular industry. 

Until an opportunity or some cause such as this survey is had to 
focus attention on the industrial developments in this country, little 
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•consideration is given to the accomplishments such as we find in the 
field of stabilizing employment. 

Undoubtedly there are not sufficient industrial leaders who are 
interested as yet, but there is cause to believe they will be, and simply 
because of economic pressure. It seems reasonable to assert, from 
the testimony taken during this survey, that the employer who does 
not stabilize his employment and thus retain his experienced work- 
men is the employer who is going to fail. ... ' 

Just as the efficient businessman is stabilizing the return for 
capital invested, by building up reserves for dividends, so shall he 
establish a reserve for return to labor in the hours of adversity, 
according to the well-founded arguments advanced by businessmen. 
And why? The testimony from witness after witness stresses the 
point that there is no suggestion of charity in this effort, no idea 
of being philanthropic, no desire to have industry to become paternal- 
istic. True, in most cases the plans were started because an indus- 
trial leader became conscious of some of his obligations to society. 
But there is general accord on the proposition that the plan is “good 
business,” that it has increased profits. 

One witness asked, “Shall the businessman who expands his busi- 
ness without consideration for future requirements escape his respon- 
sibility?” 

Mr. Morris E. Leeds, of Leeds & Northrup, described his theory as 
follows: 

I was convinced a good many years ago of the element of unfairness and social 
wrong that modem industry had gotten into by freely hiring people and with 
■ equal freedom, firing them. 

Mr. Daniel Willard said: 

It seems to me that those who manage our large industries, whatever the 
character of their output may be, whether it be shoes, steel, or transportation, 
should recognize the importance and even the necessity of planning their work so 
as to furnish as steady employment as possible to those in their service. Not 
•only should that course, in my opinion, be followed because it is an obligation, 
connected with our economic system, but I fully believe that such a course is 
justifiable from the standpoint of the employer because it would tend to develop 
a satisfied and contended body of workmen which of itself would improve effi- 
ciency and reduce costs, 

The testimony speaks for itself and everyone interested should read 
it. At this time there is nothing that can be recommended on this 
•score in the way of legislation. However, vour committee can express 
the hope that organizations of capital and of labor and that officials 
of the Federal ana State Governments shall never lose an opportunity 
to inspire thought and discussion on this question of the necessity 
and the advisability of stabilizing employment within the industries 
themselves. 

Stabilization has been sought and obtained in various ways. One 
•employer has placed practically all his workers on a salary basis, has 
assured them of a continuous wage throughout the year, and has placed 
upon them the responsibility of making the industry succeed. Others 
have established reserve funds and have so arranged them that execu- 
tives and workers strive to prevent them from being drained. Others 
have so ordered their production that it is spread throughout the year. 
Others have begun the production of articles which are related to the 
general business plan but which can be produced in periods which 
formerly were marked by idleness. 
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The testimony is fairly convincing that stabilization can be accom- 
plished in industries which were once regarded as being seasonal in 
their every aspect. 

Fifteen bills dealing with unemployment insurance have been intro- 
duced in six State legislative bodies since 1915, and none of them has 
been successful. Probably the so-called Huoer bill, introduced in 
the Wisconsin Legislature, came nearest to adoption, and its author, 
Dr. Commons, advised your committee that it “was as dead as any- 
thing could be.” 

In many industries, as the evidence will show, a reserve fund for 
unemployment which offers protection in the form of insurance has 
been adopted. The testimony of Dr. Commons as to the practice in 
the Chicago clothing industries is important as well as the reports of 
the industrial relations counselors. 

Whatever legislation is considered on this subject, your committee 
is convinced, should be considered by the States. The States can deal 
with this subject much better than can the Federal Government. But 
in any discussion of legislation, your committee thinks consideration 
should be given to the arguments of Dr. Commons — that the plan of 
reserve funds or insurance confined to one company or plant rather 
than to all industries, should be adopted. 

Dr. Commons stresses the fact, that the insurance idea as practiced 
in the Chicago market follows the experiences gained from the adap- 
tion of disability compensation plans in various States. Employers 
were moved to adopt every precaution against accidents when they 
realized that accidents were costly under the plans for disability com- 
pensation. In the same way, employers and employees will be more 
likely to fight the causes of unemployment within their industries 
when they have seen tangible evidence of the cost of unemployment, 
according to the arguments advanced in this evidence. On the other 
hand, Dr. Commons insists that, “the paternalistic and socialistic” 
schemes adopted in foreign countries, penalize success in that the em- 
ployer who stabilizes his employment does not escape the burden of 
paying for unemployent in other industries. 

.. Your committee cannot: leave, this subject without suggesting that 
consideration be given to the benefits of stabilized production-^-the 
finer morale of the workers, the better workmanship, the increased 
production, the lowered costs of production, and the elimination of 
the cost of training the unskilled recruits. The testimony proves con- 
clusively that the workers who cooperate with their employers and 
who are given a chance and encouraged, contribute tremendously to the 
success of the enterprise. 

(D) CURTAILED PRODUCTION, CONSOLIDATION, AND ECONOMIC 

RECONSTRUCTION 

This subject covers so vast a field that it also immediately becomes, 
imponderable. To exhaust it sesejns. impossible. A. committee of Con- 
gtesk'cQuld proceed with a study on this one phase of. the unemploy- 
ment problem and could continue indefinitely. ■ 

The general opinion given your committee on this score is that un- 
doubtedly just at this time we are experiencing a program and a 
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problem which are no different to those occurring since the advent of 
machines in industry. The difference is, however, that undoubtedly 
at this time the developments are far more extensive and far more 
intensive than they have ever been in our history. 

Of course there is going to be individual suffering, for example, 
the suffering of the musician who discovers that a machine is forcing 
him to forgo his life work and to seek employment in new fields. 
How to answer the many questions which arise with every minute 
of consideration for this topic is what makes the subject imponder- 
able. The printed evidence contains suggestions of the shortened 
working day and the reduced working week, has contentions- that 
new industries are arising constantly out of the graves of departed 
trades and the workers are thus absorbed. Your committee is con- 
vinced, however, that it is the duty of society to provide for these 
workers during the period of readjustment, as many employers are 
now doing. 

Conflicting opinions are offered as to the effect of the vast consoli- 
dations of wealth. One side contends that the day of the small 
businessman is passing, that the individual merchant can no longer 
compete with the national chain, while another will contend that no 
nationally organized chain can overcome the personal effort put into 
a business by the individual businessman. 

However, in the time your committee had for this subject no 
opportunity presented itself for the consideration of legislation on 
this subject, and your committee has nothing to suggest at this time. 

(E) THE PLANNING OF PUBLIC WORKS WITH REGARD TO STABILIZATION 

Another committee of Congress, the Committee on Commerce, has 
considered this subject and lias reported legislation which is now 
before the Senate. The legislation is commonly referred to as the 
“Jones prosperity reserve bill.” Your committee would suggest that 
the evidence submitted with reference to that bill should be read in 
connection with this study. 

There is some testimony of interest on this subject in these hear-: 
ingSj but your committee did not devote a great deal of time to this 
topic, because no one disagreed with the suggestion that the Govern- 
ment and all other public agencies should so order their public works 
that they would offer a buffer in time of unemployment. 

The evidence is very clear that the Federal Government may set 
a valuable example to the States in the adoption of a practical scheme 
for the planning of public works. Of course, the States and the other 
divisions of Government will have the greatest opportunity to provide 
this buffer because the expenditures by the Federal Government for 
public works are not large as compared with the expenditures by 
the States and other civil divisions. There should be no delay upon 
the part of the various governments, Federal, State, city, and other 
minor subdivisions in the adoption of such plans. - 

There are minor objections to this scheme but your committee is 
convinced they can be overcome without difficulty. 
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(P) THE FEASIBILIT Y OF COOPERATION OF FEDERAL, STATE, AND PRIV ATE 
AGEN CIE S WITH RESPECT TO ALL THESE SUBJECTS RELATED TO THE UN- 
EMPLOYMENT PROBLEM 



Your committee has discussed this phase of the survey as it has 
proceeded with this report and there is little to add. In general, it 
is the opinion of your committee that the responsibility should be 
kept as “close to home” as is possible. Private agencies should make 
the first effort and should do everything they can for themselves. 
The States should contribute only that service that private agencies 
would find impossible and the Government should, merely coordinate 
the work of the States and supply any effort which is entirely and 

purely of national character. . , 

Your committee will now endeavor to sum up the suggestions and 

recommendations: . ...... . 

1. Private industry should recognize the responsibility it has to 
stabilize employment within the industry. The Government should 
encourage this effort in every way, through sponsoring national 
conferences, through publishing information concerning the experi- 
ence had by industries in this work, and through watching every 
opportunity to keep the thought of stability uppermost in the minds 

of employers. . _ , a , . 

2. Insurance plans against unemployment should be confined to 
the industry itself as much as possible. There is no necessity and no 
place for Federal interference in such efforts at this time. If any 
public insu r an ce scheme is considered, it should be left to the State 

legislatures to study that problem. ... , , .... 

3. The States and municipalities should be responsible for building 
efficient, unemployment exchanges. The Government should be 
responsible for coordinating the work of the States so. as to give a 
national understanding of any condition which may rise and so as 
to be able to assist in any national functioning of the unemployment 

**4^ The Aviating TJ.S. Employment Service should be reorganized, 
and every employee should be placed under civil service. 

5. Efforts should be made to provide an efficient systein for obtain- 
jug statistics of unemployment. The first step should be taken by 
the Bureau of the Census in 1930, when the . Bureau should ascer- 
tain how many were unemployed as of a certain date and how many 
were not seeking employment and yet were unemployed as of that 
date* 

6. The Government should adopt legislation without delay which 
would provide a system of planning public works so that they would 
form a reserve against unemployment in times of depression. . State? 
and municipalities and other public agencies should do likewise. 

7. Further consideration might well be given to two questions, the 
effect had on unemployment by industrial developments such as. con- 
solidation of capital, and the necessity and advisability of providing 
either through private industry, through the States, or through the 
Federal Government, a system of old-age pensions. 



SUMMARY OF AN INVESTIGATION OF UNEMPLOYMENT 
BY THE BROOKINGS INSTITUTION 

(Statement by Isador Ltjben before the Senate Committee on Labor 

and Public Welfare) 

The evils of unemployment have been too often heralded to need 
elaboration here. Hie reduction or entire loss of family incomes with 
the consequent expenditure of family savings, the almost inevitable 
piling up of debts, the loss of physical possessions, and the frequent 
dispossession of families from their homes have all been too well 
portrayed in the past to need comment here. 

Reports of the Department of Labor, of social agencies, of trade 
unions, of mayors 9 committees, and the testimony of court officers, 

S ersonnel directors, and leaders of industry bear testimony to the 
eteriorating effect of unemployment both upon workers and in- 
dustry. Nor need one do more than refer to the incalculable losses 
which results from the workers being forced into lower standards of 
living, from the impairment of health and vitality, and from the gen- 
eral lowering of the morale and self-respect of the worker as a result of 
unemployment. 

Without exception, it was the opinion of all who testified before 
your committee that unemployment is primarily a problem of in- 
dustrial organization nad not one of individual character. No im- 
partial observer of industry would today attribute the existence of 
any but a relatively small share of unemployment to the workers them- 
selves. The view widely held in the past that the unemployed are 
themselves to blame for not having jobs, and that all who really 
wanted work could find it if they tried hard enough, has long been 
discarded. Recurrent business depressions with as many as 25 percent 
of the able-bodied workers deprived of the means of a livelihood have 
shown the fallacy of the assumption that the laborer is at such times 
responsible for his plight. 

Although the dramatic spectacle of millions of unemployed working 
the streets of our industrial communities during recurring periods of 
business depression temporarily makes vivid the enormity of the prob- 
lem of unemployment it must be borne in mind that there are mil- 
lions of workers to whom the loss of employment is a specte© which 
threatens during every year of their working existence. Unemploy- 
ment is a persistent factor in modem economic life. The industries 
and plants which can give regular employment to all of their laborers, 
even in times of prosperity, are few indeed. The records of the State 
of Massachusetts for the years 1908 to 1922, based on returns from 
labor organizations, show that on the average 7.7 percent of the 
membership of the trade unions reporting were involuntarily out of 
employment, due to lack of work, during these years. An investiga- 
tion of the extent of unemployment in the urban centers of the United 
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States from 1902 to 1917 places the minimum number of unemployed 
throughout this period of 15 years at 1 million — the average proportion 
of workers without work fluctuating from 16 percent of the total pos- 
sible workers in 1915 to 4.7 percent in 1917. And these figures in- 
cidentially do not include any of the agricultural workers of the 
country. A statement published in the press of September 29, 1924, 
by the Russell Sage Foundation estimated the extent of unemployment 
in the United States in any one year as running from the minimum 
of 1 million to a maximum of 6 million, depending upon the general 
industrial conditions prevailing at the amount. 

The committee on elimination of waste in industry of the Federated 
American Engineering Societies in its report, “Waste in Industry,” 
published in 1921, to which the Honorable Herbert Hoover wrote the 
f orword, further substantiates these facts. It states : “In the best years, 
even the phenomenal years of 1917 and 1918 at the climax of wartime 
industrial activities, when plants were working to capacity and when 
unemployed reached its lowest point in 20 years, there was a margin of 
unemployment amounting to more than a million men. This margin 
is fairly permanent; seemingly 1 or more wage earners out of every 
40 are always out of work.” 

Unemployment, as was aptly stated to your committee, may be con- 
sidered both as a price society must pay for progress, and as a price 
to be paid for decay. It may bo the result of efficient management 
and it may be the result of inefficient management. Many of the 
unemployed, in other words, are today out of work because the prog- 
ress or modem industry, the development of mechanical processes, and 
the revolutionary changes in methods of manufacture make them no 
longer necessary for the production of the goods we need. Others, on 
tile other hand, are thrown out of work because of the decay of indus- 
tries which formerly required them. This is particularly true of the 
raw-material industries, when they find their source of supply dimin- 
ishing as well as of industries such as cotton hose and corset manu- 
facturing, where a change in the consumer demand eliminates in turn 
the demand for the services of labor. 

Thus, also, the efficient executive by eliminating wasteful processes 
or budgeting his output frequently finds that he can secure the same 
output with fewer workers regularly employed throughout the year 
than with his former labor force intermittently employed. Here, sta- 
bilization leads to regular employment for some and no employment 
for others. The inefficient executive, on the other hand, unable to meet 
the competitive demands of the market also adds to the army of the 
unemployed; bandruptcy and shutdown having the same effect upon 
the dispossessed worker as displacement by machinery. 

Unemployment cannot be considered as a malady which can be 
attacked with a single remedy. Such unemployment as exists at any 
one moment may ' be due to any number of causes, and an attack must 
be made upon those forces which can at the time be segregated. A 
considerable amount of unemployment is recurrent. It occurs at more 
or less regular intervals. Such, for example, is unemployment due to 
general business depressions and unemployment due to the seasonal 
ups and downs of industry. Some unemployment is persistent. It is 
always with us. Thus, men are daily being thrown out of work because 
of technological changes, financial failures, the movement of plants 
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from on© locality to another, and changes in consumer habits. Such 
unemployment is transitional and requires measures for its allevia- 
tion quite different from those which are to be used in coping with the 
cyclical variety. 

I. CYCLICAL UNEMPLOYMENT 

The recurrent nature of unemployment has been frequently pointed 
out by observers of the “business cycle.” Some have held the psy- 
chology of the businessman as the essential cause of depression ; others 
monetary policy. Still others hold that underconsumption — that is, 
the failure of the purchasing power of the laborers who form the bulk 
of the consumers of our industrial and agricultural output to grow as 
fast as the output of industry — brings about a surplus of goods which 
cannot be disposed of, and a consequent shutting down of production 
and business stagnation. 

It is doubtful whether any single cause can be singled out as the 
sole factor in bringing about industrial depressions. They have come 
with remarkable regularity, and periods of feverish business activity 
with expansion of plant, speculation, and optimism have been followed 
by periods of restricted industrial operation, low profits, bankruptcy, 
ana unemployment some 15 times during the past 120 years. 

Every business crisis in American history has been characterized 
by phenomena peculiar to itself. No two depressions have been 
exactly alike. They have varied in length, severity, and effect. In 
this respect they have been no different from any other social catas- 
trophe— ^wars, strikes, or revolutions. Because of their individual 
peculiarities there has been a tendency to explain each crisis by the 
distinctive circumstances which prevailed at the time of each depres- 
sion. One hears of the “Jay Cooke panic” of 1873, “the railroad 
panic” of 1884, “the Baring panic” or 1890, “the Bryan panic” of 
1896. Since the fortunes of Jay Cooke, the Baring Brothers, and 
Bryan were involved in these crises ; these individuals have been asso- 
ciated in the popular mind with their causes. Yet it is quite probable 
that the crises in question would have occurred at or about these times 
even if these individuals had not been on the scene. 

In spite of their differences industrial depressions have many out- 
standing features which are common to all. They are part and parcel 
of that upswing and downswing of business which appears to be the 
inseparable condition of any competitive system in which activity is 
guided by price changes. Special events outside of the business world 
itself may, to be sure, affect the acceleration of the swing, or even 
cause an abrupt reversal of the trend. Such was the case in 1916 
when the rush of munitions orders from allied countries suddenly 
changed the trend of business conditions in the United States. Like- 
wise special factors may prolong a period of prosperity or hard times, 
as was the case of the large wheat crop of 1890 which, with the favor- 
able grain prices of that year due to foreign crop failures, is believed 
to have mitigated the depression of that year and delayed the crisis 
from 1890 or 1891 to 1893. “But if such a special and disturbing 
event does not happen, the wavelike movement goes on anyway. 
Prosperity in time undermines itself, and depression in time brings 
about recovery and prosperity without the necessary aid of outside 
disturbing factors.” 
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To illustrate the workings of this tendency it will be worth while 
to follow briefly the course of the business cycle. Starting, for exam- 
ple, at a period of depression, one finds widespread unemployment, 
and that orders for new industrial products are, on the whole, few 
and far between. To secure new orders, prices are prettv generally 
cut, and every cost of operation is made as low as possible. For a 
time such activities tend to produce more depression, for in periods 
of falling prices buyers tend to wait for still further declines. As a 
result oi price cuttmg, producers thus far able to weather the storm 
find themselves unable to continue further operation, and their work- 
ers are added to the ranks of the existing unemployed. With the pur- 
chasing power of these workers cut off, other producers find their mar- 
kets still further restricted and they in turn are forced to still further 
curtail their operations. Despite the large supply of labor available 
and the cheapness of capital, everyone hestitates to undertake new 
operations. “The industrial machine appears to be stuck on a dead 
center.” 

Eventually, however, prevailing stocks of goods tend to become 
depleted. Since there is usually a greater curtailment of production 
than consumption, inventories become smaller and smaller. The time 
comes when stocks must be replenished, and here and there a factory 
secures new orders. These orders mean the purchase of new raw mate- 
rials and an increased employment of labor. This in turn means 
greater purchasing power for certain groups and their expenditures 
mean an increasing demand for products all along the fine. The 
process is a cumulative one, and the number of industries experiencing 
increasing demand becomes larger and larger. 

At the same time the low cost of construction which characterizes 
depressions encourages building among those industries such as pub- 
lic utilties which do not usually feel the full force of the business de- 
cline. This is particularly true of those industiral firms which cater 
directly to the household demand rather than to the industrial de- 
mand and frequently such enterprises find that depression has cut 
their operating costs more than their incomes. In such instances 
they are in a favorable position to provide new facilities for future 
use. Once building begins anew the producers of the goods used in 
construction— brick, lumber, cement, structural steel, and the like- 
experience an increased demand, and soon the transportation and 
metal industries feel the effects of an improving situation. Each 
transmits to the other the benefits of its growing prosperity, and all 
of them, through their payrolls, stimulate the retail trade which in 
turn adds further stimulus to the industries where the shift in the 
tide started. 

The revival of business begins. It may “fizzle out” when the ex- 
hausted stocks are replenished — as it did in 1895 — or it may run into 
a revival and a prosperity movement, which has no real basis except- 
ing the reaction from a depression that itself had no real basis. 

During the early stages of business revival, while orders are increas- 
ing and employment growing, prices do not rise to any extent. The 
average businessman hesitates about raising prices until he has suffi- 
cient orders to keep his plant fully occupied. Competitive buying of 
raw materials soon sends up the prices of such goods, however, andthe 
manufacturer finds his production costs going up. The time comes, 
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also, when some manufacturers are willing to risk raising the price of 
their products even though they may lose some orders. The rise in 
prices once started, each increase tends to start price advances in other 
lines. When such advances have become numerous enough to make 
people expect still others, the very tendency of prices to rise stimulates 
buying. Speculators, jobbers ; wholesalers, and retailers, even consum- 
ers, start buying ahead in anticipation of still further advances. Thus 
stocks of goods begin to accumulate in warehouses and on store shelves. 

As the Doom continues the rush of orders brings in its trail waste 
and high-production costs. Large profits lead to the neglect of econ- 
omies. And the businessman, pressed by orders for prompt delivery, 
pays little attention to such small savings as may be secured at one 
point or another. Frequently, too, equipment formerly abandoned as 
too expensive to run is brought back into operation to meet the grow- 
ing demand for goods. This means further increases in production 
costs. High wages, resulting from the large demand for workers, play 
their part, also, and high overtime rates add their share to the growing 
cost of production. Again and again prices are raised to meet the en- 
croachment of rising costs upon profits. 

Eventually the time comes when the existing equipment of many of 
the industries is working at capacity and new goods cannot be pro- 
duced in sufficient quantities until new equipment can be provided. 
When that time comes, further rises in price add nothing to the exist- 
ing supply of goods. Indeed, they do nothing more than to increase 
speculation. 

Periods of boom end themselves just as surely as do periods of de- 
pression. Occasionally the bankers find themselves overextended and 
curtail credit. As a result, some firms are forced to contract their 
activities and use their income to pay off loans rather than to expand 
production. Sometimes it becomes known that excessive stocks of 
goods are being held for speculation and a scramble to unload starts 
prices downward — as was the case with silk, sugar, rubber, and other 
commodities in 1920. 

Once liquidation has started, manufacturers began to find it hard to 
collect their outstanding accounts. The difficulty of securing funds for 
payrolls, or the fear that it will be difficult to secure payment for new 
goods which might be produced, lead business executives to discharge 
labor. Markets become disorganized by forced sales, and business con- 
tracts. Depression spreads to other lines of activity, for the reduced 
incomes of the discharged laborers curtail their purchases. The con- 
traction of business becomes cumulative. The decline in consumer’s 
demand is reflected in curtailed orders from retailers, and this con- 
traction affects the wholesaler, manufacturer, and the producer of raw 
materials, all of whom in turn discharge still more workers. 

By the time the bottom of the depression has been reached, produc- 
tion has fallen to something like 15 to 20 percent below the peak and to 
about 8 to 12 percent below the production of fairly good years. The 
employment of labor in the manufacturing industries may decline by 
as much as 25 to 30 percent, as was the case between early 1920 and the 
first half of 1921. During the depression of early 1919 employment 
fell approximately 15 percent below that of the third quarter of 1918, 
while in 1914-15 employment was about 10 percent below the average 
for the peak which preceded. 
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The decline in employment, it should be noted, is not evenly distrib- 
uted among all industries. Factory employment during 1921, for ex- 
ample, fell to TG percent of its former peak. Within the manufactur- 
ing industries, however, emploment in the metal and metal products 
industry declined by 43 percent, while the producers of mineral prod- 
ucts, such as chemicals, stone, glass, et cetera, employed 18 percent 
fewer workers than at the height of activity. Employment in the lum- 
ber industry declined 16 percent; in transportation, the railroads de- 
creased their forces by 22 percent; and the mining industry cut its 
employment rolls by 27 percent. 

Every activity, with but the one exception of the hand trades experi- 
enced contraction during the depression of 1921. The depression was 
felt even in the public and professional services, where employment 
fell by 2 percent, and in the field of domestic and personal services it 
declined by about 3 percent. Taking labor as a whole, the depression 
of 1921 forced out of employment approximately one-seventh of the 
working population, or approximately 4 million workers who had had 
jobs at the crest of the 1920 boom. 

If one measures the decline of employment resulting from the de- 
pression of 1920-21 in terms of the hours actually worked, one finds 
that available employment was even more restricted than appears 
above. The maximum decline for all industries amounted to approxi- 
mately one-sixth .of the hours formerly worked, while the contraction 
in working time in manufacturing industries was equal almost to one- 
third of the time formerly worked. The actual hours worked in the 
metal trades was cut to exactly one-half of that of the peak of the boom, 
and in mining and railroading, and in the food, drink, and tobacco 
industry to 70 percent. Omitting agriculture, commerce and trade, 
finance, and the personal-service trades, the work available for the 
wage earners of the country during the worst part of the depression, 
when measured in hours, was about 20 to 25 percent less than at the 
height of business activity in 1920. In short, not only was there a large 
contraction of employment, but even those who did have jobs had less 
opportunity to. work than previously. 

The depression of 1920-21 was in many respects similar to others 
which preceded it. Testimony submitted to your committee placed 
the cost of this depression to the American people at something like $9 
billion. It was the general opinion of those witnesses qualified to pass 
judgment upon this subject, that although no definite means were 
available for entirely eliminating the recurrence of industrial depres- 
sions, much can be done to mitigate and shorten them once they do take 
place. The measures suggested toward this end are discussed at a later 
point in this report. 



II. SEASONAL UNEMPLOYMENT 

, To say that all industries are seasonal would hardly be an exaggera- 
tion. It would be most difficult to find an industry which showed an 
even distribution of production and employment throughout the year. 
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An individual plant, her© and there to be sure, may show steady and 
regular employment from month to month, but such plants are excep- 
tions and by no means the rule in any industry. Some industries, like 
some plants, show less fluctuation in employment than others, but none 
are free from seasonal ups and downs. The difference is primarily 
one of degree. In northern areas industries like agriculture, various 
types of construction, particularly highway and railroad, are largely 
at the mercy of the weather. The canning industry is dependent upon 
the maturing of the agricultural crops for its periods of operation. 
Coal mining finds that the demand for its product is higher in periods 
of cold weather than at other times. The manufacture of clothing 
varies with changes in the calendar seasons and with changes in 

fashions. . 

What seasonal changes in demand mean to industry is well illus- 
trated by the men’s clothing industry, where an investigation of eight 
representative plants in three large markets showed that over a period 
or 3 years the equipment was utilized on the average but 69 percent of 
the possible working time. One plant was used 58 percent of the 
time, a condition which might safely be said to characterize hundreds 
of others. Similar instances could be cited in the shoe industry where 
sales in some months of the year run as high as 250 percent above the 
average and in others as low as 87 percent below. 

In printing the case of 1 large and important plant can be cited 
which employs 2,700 people in rush seasons and drops to 1,500 in dull. 
Another printing plant employs 1,800 workers in good seasons and dis- 
charges 1,100 twice each year during periods of slack work. 

Even the manufacture of such a product as writing paper is sea- 
sonal, the maximum demand centering about the month of March with 
another peak about October, and the lowest demand during duly and 
August. The production of other office supplies, such as record books, 
safes, and labor saving devices, furnishes a similar picture of irregu- 
larity, with the peak in October, and 4 slack months from May to 
August. One might go on with innumerable examples citing cases of 
products varying from soap and macaroni to automobiles, plate glass, 
cast-iron pipe, women’s hosiery, bathroom fixtures, and _ fertilizers. 
All are plagued with the curse of irregular demand, irregular produc- 
tion, and irregular employment for their laborers. 

A picture of the unemployment condition m some of the more im- 
portant industries in the year 1925 1 shows a most irregular course, 
deflected first one way and then another by the exigencies of seasonal 
demand. Below are presented in tabular and graphic form the fluctua- 
tions in the number of wage earners employed in the larger industries 
from month to month in that year. 
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Number of Wage Earners Employed, by Industries, 1925 
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It was generally held by those who appeared before your committee 
that seasonal unemployment can be in large part eliminated if con- 
scientiously attacked by American business. . Witness after witness 
emphasized the fact that once American businessmen developed the 
wifi to attack the problem of seasonal fluctuations much of the irregu- 
larity of employment could be eliminated. 

The president of one of our large railroad systems, who has suc- 
cessfully regularized the employment of his labor forces, stated that 
“stabilization can be attained more by a state of mind than almost 
anything else that I can think of.” Others reiterated the fact that 
the imp erative thing was to create a state of mind among businessmen 
so that “it becomes the fashionable thing to introduce stabilization in 

their plants.” . . 

Where the “will to regularize” has prevailed, fluctuations in em- 
ployment have been cut to a minimum. Ingenious methods have been 
devised to keep labor regularly employed, and even in the most sea- 
sonal of industries it has been found possible to keep workers fairly 
steadily employed throughout the year. 

One large organization employing over 3,000 workers* which had 
formerly to concentrate its production within 7 months of the year, 
found, after exerting the proper effort, that it was possible to secure 
orders for its goods sufficiently far in advance to make possible the 
employment of its labor force for almost 50 weeks each year. This 
firm, by giving special discounts and even special low prices for orders 
placed 3, 4, and 5 months in advance, had no difficulty in overcoming 
the hesitancy of merchants toward placing advance orders. 

Other firms have found that by producing staples for stock it was 
possible to employ labor during those months when normally there 
would be little to do. One large packing firm in Brooklyn, N.Y., 
which sells most of its product between the months of September and 
January, had found through past experience that during the last 4 
months of the year it was necessary to increase the average working 
force of the first 8 months by over 600 percent. This firm, which em- 
ployed an average of 200 people between January and September, 
used to employ from 1,300 to 1,400 people during the months Septem- 
ber to January. It was thought that this situation could not be over- 
come because of the fact that their product was highly perishable. 
An experiment with so simple a device as a cold-storage warehouse 
showed that their product could be produced and packed regularly 
throughout the year and delivered as the market required during the 
late fall and winter months. As a result of this discovery this firm 
now employs some 800 people regularly throughout the 12 months of 
the year. Moreover, they have found it possible to produce a product 
of hig ViAr quality, to furnish continuous work to their employees, and 
develop a better morale in every branch of their business. 

Some organizations, in order to furnish regular employment to their 
laborers, have developed sidelines which dovetail with their regular 
products. Thus, for example, one manufacturer of shovels, whose 
market demands shipments during the summer, has taken on the pro- 
duction of sleds, which are sold in the winter. One of our largest 
manufacturers of ink and glue, unable to keep labor employed during 
the winter months because weather conditions made it impossible to 
ship these products because of freezing while being transported, re- 
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cently took on the production of pens and pencils, which could be 
moved during those months when their main products could not. 

A large canner of vegetables has found it possible to keep his forces 
regularly employed by developing such sidelines as macaroni, chop 
suey, and other products which could be made all the year round in 
contrast to most concerns who operate only during the vegetable harvest 
season. Instances were cited of firms which tramed their workers for 
supplemental jobs so that when work in one division of the factory was 
slack employees could be transferred to other divisions. Some orga- 
nizations have what are known as flying squadrons which are shifted 
from one department to another as the demand for labor varies. Many 
firms have reserved repair work, cleanup work, and extension work 
for periods of seasonal slack and in that way laborers who would other- 
wise be unemployed are kept steadily at work from month to month. 
One large automobile manufacturer has taken up the production of 
airplane motors as a means of filling in slack penods when the auto- 
mobile demand is low. Some of the railroads have found it possible 

shift their track workers from north to south and vice versa with 
the changing seasons and thus give them steady employment through- 
out the year. 

One large steel manufacturer testified that with a diversity of 
products and a number of scattered plants, it is possible to shift orders 
from one plant to another as the demand for the different products 
varies. In this way employment is regularized and the tendency to 
operate some plants with maximum forces and overtime work while 
others are running part time or entirely shut down is eliminated, 
kome organizations, too, have set aside certain weeks in the year as 
vacation periods, these weeks being the ones in which the demand for 
their products would normally be very small. 

The determination to keep labor regularly employed has led to the 
discovery that many things can be done during what were considered 
necessary slack period which had never before been attempted. Thus, 
for example, it had always been the policy of the railroads to law their 
rails only in the summer months. The determination of some of our 
railroad systems to keep their trackmen steadily employed led them 
to experiment with laying rails in winter. They found that rails 
could be more cheaply and efficiency laid in the winter than in the 
summer months and as a result these systems are doing most of their 
rail-laying work in winter and using the same forces for replacing 
ties, ditching, and clearing the right-of-way in the summer. The 
railroads found also that by budgeting their equipment repairs it was 
possible to keep most of the men in the mechanical department steadily 
employed throughout the year. Statistics presented to your commit- 
tee by two large railroad systems showed that the labor turnover in this 
lme of work, which formerly averaged more than 25 percent, has been 
reduced to less than 10 percent. 

Even in the building trades, where it has always been assumed that 
construction must be concentrated in the summer months, it has been 
f°^nd possible to eliminate seasonal variations in part. 

Testimony furnished to your committee shows that where efforts 
have been made to secure winter contracts through advertising and 
^l^nanship, it has been found possible economically to construct 
buildings in the winter months. The advantages of winter construe- 
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tion are that the owner of an industrial plant may start production 
in March or April, compared with September or October, where build- 
ing is restricted to the summer months. Moreover, the profits on pro- 
duction during the 5 or 6 advanced months frequently offsets the extra 
cost of cold- weather building. 

In many cases it has been found that cold-weather building expendi- 
tures are negligible, or even a minus quantity. Winter construction 
usually makes possible the advantageous purchase of building ma- 
terials and furnishes an opportunity to select the highest grade of 
mechanics and carpenters at times when many are seeking employ- 
ment. It has been found also that building costs can be further cut, if 
construction takes place in the winter months, because owners of equip- 
ment, such as trucks, steam shovels, etc., and contractors who furnish 
plastering and painting, being anxious to procure work, are apt to cut 
their profits to a minimum during this period. 

Winter construction requires temporary heat and enclosures. It re- 
quires also careful planning so that interior work may be reserved for 
the days when it is impossible to do outside work. Contracting firms 
who have sought winter construction contracts have found it possible 
easily to meet the requirements of changing weather conditions. As a 
result, some of them have had enough work to keep their home office 
organizations intact during the winter months, and some have been 
able to keep their field forces up to a large fraction of their normal 

summer organizations. # . _ 

It was the tes tim ony of persons in the construction industry that the 
public can be educated to the feasibility and economy of winter build- 
ing, and the consequent elimination of the long periods of unemploy- 
ment, which have tor so many years plagued the workers in the build- 
ing trades. 

The significant thing about the regularization of employment and the 
elimination of seasonal variation is the fact that wherever it has been 
tried it has been found highly profitable. Without exception every 
business executive who testified before your committee stated that 
regularization of employment had brought with it decreasing costs per 
unit of output. Though no definite data was secured showing just how 
large were the savings derived from the stabilization of employment, 
the fact was nevertheless emphasized that benefits accruing to organi- 
zations which had undertaken such a program have been considerable. 

A concerted attack by American industry upon the problem of sea- 
sonal unemployment would, in the opinion of one large employer of 
labor who has for 10 years successfully coped with the problem of regu- 
larization, result in the elimination of at least one-half of the unem- 
ployment which continually prevails in the United States.^ Only a 
few organizations in this country have thus far had the vision and 
courage to undertake the task. Less than 100 of the many thousand 
firms in the United States have developed any definite stabilization 
policy. Here is a field which must be cultivated by American busi- 
ness. It is not only an humanitarian problem. It should be ap- 
proached, also, from the point of view of business efficiency and low- 
ered production costs. Regularization has been found to be a profita- 
ble venture by those who have tried it. The American business execu- 
tive must be made to realize the advantages which will accrue to him 
from such a program. 
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in. TRANSITIONAL UNEMPLOYMENT 

During the past year or two much has been said in the press and in 
public discussion about the great amount of unemployment that has 
resulted from technological (manges in industry. Machinery and dis- 
covery are every day displacing men whose lives have been spent in 
developing the skill and ability necessary to their crafts. Efficiency 
methods which aim at eliminating wasteful and unnecessary processes 
are daily eliminating workers from industry. At the same time the 
amalgamations and mergers which have recently been going on at a 
pace faster than ever before in history have resulted in closing down 
factories and in moving plants and warehouses from one part of the 
country to another. The declining market for certain products, result*: 
ing from the changing habits of consumers, have also led to the shut- 
ting down of plants. Bankruptcy also is taking its annual toll of 
employers of labor, a tendency which we must assume will go on for- 
ever in a Nation which attempts to give full play to individual initia- 
tive and relies upon free competition to regulate its economic activity. 

All of these forces make for unemployment. In good times and bad 
times they are relentlessly at work. Under the accepted competitive 
theory it is assumed that they eventually lead to greater efficiency, 
lower production costs, and lower prices to the consumer. They are 
part and parcel of progress. 

The question arises, however as to whether the laborers who are 
thrown out of work as a result of these movements in our economic life 
should be made to pay the price of such progress. Is it just that society 
should benefit at the expense and suffering of the dispossessed worker? 

Instances were cited to your c ommitt ee of cases in the steel industry 
where — 

Seven men now do the work which formerly required 60 to perform in casting 
pig iron ; 2 men now do the work which formerly required 128 to perform in 
loading pig iron ; 1 man replaces 42 in operating open-hearth furnaces. 

In machine and railway repair shops 1 man replaces 25 skilled machinists 
with a gang of 5 or 10 semiautomatic machines; 4 men can now do in 3 to 7 
hours what it formerly took 8 men 3 weeks to perform in repair work on loco- 
motives, due to the oxyacetylene torch. Fifteen years ago it took 15 to 30 hours 
to turn one pair of locomotive tires ; now it takes 8 hours to trun 6 pairs with 
the same number of men by use of modern processes. 

A brickmaking machine in Chicago makes 40,000 bricks per hour. It formerly 
took one man 8 hours to make 450. 

The most up-to-date automatic bottlemaking machine makes in 1 hour what 
it would take more than 41 workers to make by hand in the manufacture of 4- 
ounce oval prescription bottles. In 25- and 40-watt electric bulbs the man -hour 
output of the automatic machine is more than 31 times that of the hand process. 

In New York from 1914 to 1925 the number of workers in the paper-box indus- 
try decreased 32 percent, while the output per wage earner increased 121 percent 

Thousands of skilled musicians with a life’s training behind them 
are being thrown out of employment by the advent of the talking 
movie. In the field of news transportation the Simplex and the Multi- 
plex machines have eliminated the need for trained telegraphers and 
today by the mere process of typing a message at the sending office, the 
message is automatically printed at the receiving office. Many thou- 
sands of trained telegraphers have been made unnecessary during the 
past few years as a result of this new device. In the printing trades 
new inventions in typesetting threaten to make possible the setting of 
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type in innumerable offices scattered as many as 500 miles away by the 
manipulation of keys in a central plant. 

All of these developments ultimately lead to cheaper goods for the 
conswner. Eventually too, they may stimulate the demand for goods 
sufficiently to make once more necessary the services of the workers 
they immediately displace. But in the meantime the dispossessed 
laborer has to bear the burden of these changes through loss of em- 
ployment, lack of income and lower standards of living. 

To the contention that the “newer” industries such as the manufac- 
ture and distribution of artificial silk, radios, automobiles, oil products, 
motor accessories and other “new” products, are absorbing the jobless 
workers it must be answered that the process is a slow and painfully 
prolonged one. 

An investigation recently made by the Institute of Economics of the 
Brookings Institution reveals that most of the displaced workers have 
great difficulty in finding new lines of employment once they are dis- 
charged. A survey of some 800 workers in 3 industrial centers re- 
vealed that the newer industries are not absorbing the jobless as fast as 
is usually believed. 

Almost one-half of the workers who were known to have been dis- 
charged by certain firms because of curtailment in employment dur- 
ing the year preceding were still without jobs when interviewed by 
Institute of Economics investigators. Of those still unemployed over 
3 percent had been out of work for a year, and about one-half had been 
idle for more than 3 months. Among those who had succeeded in find- 
ing work, some had had to search for jobs for over a year before finally 
being placed. More than one-half of those who had found jobs had 
been in enforced idleness for more than 3 months before finding em- 
ployment. Only 10 percent had been successful in finding new jobs 
within a month after discharge. 

The new jobs, moreover, were usually secured at a sacrifice in earn- 
ings. Some workers, to be sure, were fortunate enough to find em- 
ployment which paid higher wages, as was made evident by the fact 
that about one-fifth of mem were making more money on their new 
jobs than before discharge. Forty-eight percent, however, were receiv- 
ing lower wages and about one-third were earning just about the same 
amount as they formerly did. 

And what kind of jobs did these men finally secure ? Trained cloth- 
ing cutters with years of experience had become gasoline station attend- 
ants, watchmen in warehouses, timekeepers in steel plants, and clerks in 
meat markets. Rotary press operators were pressing clothes in tailor 
shops. Machinists were selling hosiery for mail-order houses. Weld- 
ing machine operators had become f armbands, and skilled woodwork- 
ers were mixing salves for patent-medicine manufacturers. A signif- 
icant number of men admitted frankly that after some months of en- 
forced loafing they had taken to bootlegging. 

It is evident that a large number of the workers now being displaced 
from industry are being forced into unskilled trades at a sacrifice in 
earnings and a consequent lowering of their standards of living. At 
the same time they are being made to bear the burden of unemploy- 
ment, for which they are in no way responsible and over which they 
have no control. 
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It was the opinion of those who testified before your committee that 
it is the duty of the. State to provide the machinery for c asing the 
burden of the transitional unemployment which prevails. Society 
should do everything in its power to bring the jobless worker into touch 
with available employment* Means should be made available which 
will cut down the unemployment period to a miTmrniip- For this pur- 
pose an efficiently organized and administered employment exchange 
system and some form of unemployment insurance is urgently re- 
quired. 



IV. MACHINERY FOR ALLEVIATING UNEMPLOYMENT 

(a) Employment exchanges 

With the exception of the short period during which we were en- 
gaged in the World War, the United States has never had a coordi- 
nated system of employment exchanges. The U.S. Employment Serv- 
ice, which was hastily thrown together in 1918, was organized pri- 
marily to help those industries which had been crippled by the loss of 
manpower, rather than to help workers secure jobs. In spite of its 
weaknesses, however, the Federal Employment Service rendered great 
aid to industry and was of help in bringing workers and jobs together. 
A countrywide organization was established in a very short period 
of time and, within 9 months, more than 800 offices were functioning, 

In order that employers, as well as employees, and the public might 
be educated to the value and necessity of labor exchanges, State ad- 
visory boards and community labor boards were established through- 
out the country to act in an advisory capacity to State directors and lo- 
cal exchanges. Employers and workers were equally represented on 
t ! iese i^ < J vls ? ry k 0 ? 1 ™ 3 *. contemplated that questions of policy 

should be determined in conjunction with these committees and that 
through their activities the cooperation of both labor and employers 
could be more readily secured. Unfortunately there was little op- 
portunity to test the value of this joint administration. 

The U.S. Employment Service was regarded as strictly a war meas- 
ure which should be promptly scrapped after the emergency was 
passed. Therefore, early in 1919, funds for the U.S. Employment 
Service were curtailed. This necessitated a drastic reduction in of- 
fices supported by Federal aid. By October 1919 the purely Federal 
offices were discontinued. Since then the Service has functioned pri- 
marily as a means to coordinate the activities of State and municipal 
offices and, whenever possible, to encourage the extension of these 
services. 

In no true sense is there a national employment service in the United 
States today. The nine district offices into which the United States 
is now divided collect information about employment and industrial 
conditions which is published monthly in the Industrial Employ- 
ment Bulletin. This information, however, is of a narrative type 
and confines itself to general statements as to conditions. No quantita- 
tive data are publish regularly except the monthly reports of the 
placement work of the employment bureaus cooperating with the 
U.S. Employment Service. 
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No accurate evaluation of the U.S. Employment Service as an in- 
dustrial or social institution operating on a national scale can be 
made from the war experience. It was created, flourished, and de- 
clined during the period from January 3, 1918, to October 1919. 
As was frequently pointed out during the discussions oyer its con- 
tinuation, the service had been a military not an industrial proposi- 
tion. 

Establishment of public employment exchanges has been for two 
decades included in every comprehensive program for alleviating un- 
employment. As far back as 1916, one employment authority ex- 
pressed the opinion that “we need no more investigation commis- 
sions to tell us that the first step in any program dealing with un- 
employment must be to organize a national system of labor ex- 
changes.” 

That preliminary step has not yet been taken. In 1921 the Presi- 
dent’s Conference on Unemployment again recommended the forma- 
tion of a national system of employment bureaus. Eater this recom- 
mendation was endorsed by the committee which prepared for Mr. 
Hoover a special report on business cycles and unemployment. The 
conclusion of the committee, after a consideration of possible types 
of employment service was that “the greatest promise seems to be 
in the development and raising to a high standard of efficiency of a 
national system of employment bureaus.’; 

Due to a better understanding of our industrial problems, the place 
of employment offices in preventive or remedial programs for unem- 
ployment has been more correctly defined. Their limitations as well 
as usefulness have been recognized. No advocate of public employ- 
ment offices, however enthusiastic, expects that new jobs will be created 
in the face of general depression, nor that technological changes will be 
delayed, or seasonal layoffs prevented through their efforts. Neither is 
it expected that employers’ requisitions for Tabor will be filled immedi- 
ately in times of labor shortages. Employment technique may anti- 
cipate and prepare for mdustnal changes but can not determine them. 

No longer are public employment offices regarded as political pas- 
tures nor as dispensers of respectable relief m the form of jobs to 
unemployables. Neither are they to be regarded exclusively as high- 
grade placement bureaus in competition with private agencies. 

It is generally felt, however, that a national service would make a 
significant contribution to the solution of unemployment. An indus- 
trial service organized on a national scale, which provides comprehen- 
sive, timely knowledge of the industrial situation both local and 
national, and in addition facilities contacts between the unemployed 
and the opportunities for work, is gradually becoming the accepted 
idea of employment exchanges. 

By the title, a national system of employment exchanges, the essen- 
tial elements of the mechamsm required are suggested. A public serv- 
ice furnished impartially to both employers and employees, without 
charge to either, is the basic idea. It must be national in scope, a co- 
ordinated service which will organize our entire labor market which 
is national, not local, in area. No such system exists at present al- 
though employment offices by the thousands operate in the United 
States. "Working arrangements by which information is exchanged 
or labor shifted in response to changing requirements are lacking. 
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Several States have established systems of public employment offices, 
but even if adequate intrastate facilities were provided there would 
be no organized labor market ; for States are political, nor economic, 
divisions. A correlating mechanism, which will organize our labor 
market throughout the country, and a further development of local 
employment offices are the major considerations. 

A mechanism, national in scope, which will organize our labor mar- 
ket effectively, demands administrative technique of the highest order. 
However, to assume that the setup of adequate machinery and the 
administrative problems which are presented are not insuperable ob- 
stacles is not to beg the question either of the feasibility or desirability 
of public emjvoyngwit offices. Canada, with a Federal Government 
similar to ours, established a national employment service in 1918. 
Each province maintains its own system of offices with a intraprovin- 
cial clearing system, while the Dominion Government contributes to 
the local service, coordinates the activities of the provincial offices, and 
provides a national clearing system for the transfer of labor between 
provinces and for the exchange of information. 

Great Britain has operated a national system of labor exchanges 
since 1909. Here, the problem of dual authority of State and Federal 
Governments does not arise, nor is there a comparable area to be organ- 
ized. However, both the experience of Great Britain and Canada has 
tested the workability of employment mechanery on a national scale. 
In addition, the succ js of certain of our State systems justifies the 
confidence in our ability to resolve the administrative difficulties. 

The disorganized conditions existing in our labor market were em- 
phasized before your committee by several witnesses. Orderly mar- 
keting, a familiar enough term in commodity market, has not been 
applied to the distribution of labor. Recurring surpluses and short- 
ages characterize our labor market, as they do our commodity markets. 
As yet, no machinery has been developed to adjust these irregularities. 
A surplus may exist in one locality, or even in one factory, while men 
are needed in a similar capacity nearby. Gradually, industrial plants 
have centralized their hiring and discharging in one department to 
effect economies and stabilize their labor forces. This pnncple is yet 
to be applied within our labor market as a whole. 

It is this organization of the labor market throughout the country 
that is a primary function of public employment exchanges. The ex- 
pression “the labor market,” in this connection refers not to the par- 
ticular places where labor contacts are made but rather to “the supply 
of, demand for, or types of labor present or sought in the several 
areas.” In this sense we have our local, State, regional, and national 
markets. In the final analysis, however, our labor market follows 
national boundaries and includes our total working population. This 
does not mean that we are divorced from an international labor mar- 
ket, but only that the international aspects cannot be discussed here. 

In this capacity of correlating the requirements of the two parties 
in our labor market, those of employers and those of workers, the 
public employment offices must function in two different capacities. 
First, they must serve as information centers, or intelligence Bureaus, 
through which complete data on employment and the industrial situa- 
tion are secured. Second, they must act as effective placement bureaus 
utilizing the information which they have acquired to reduce time 
lost between jobs. 

27-419 — 65 — vol. 5 4 
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Ho provision has been made as yet for this necessary data on the 
numbers out of work. There is no authoritative answer to suchques- 
tions as: How many are unemployed at any particular time? Wnere 
are they ? What is the composition of the group as regards age, sex, 
occupations, and industries represented, etc.? No completely satis- 
factory answer to these questions can oe gained, except through a 
systm of registration of those who are without work ana looking for 
jobs. Compulsory registration, in connection with the administration 
of unemployment insurance, gives a reliable measure of the numbers 
unemployed at a given time and indicates where unemployment is 
most prevalent. Classification of these data by occupations, bv in- 
dustries, as well as by sex and geographical areas provides the basis 
for further action in providing jobs. 

Voluntary registration, while furnishing less reliable results, serves 
the same purpose and is more in harmony with American traditions. 
To the extent that the unemployed make use of organized services to 
secure jobs, employment exchanges furnish the machinery for regis- 
tering those out of work. Obviously, the completeness of the data 
and, consequently, its potential value will depend upon the extent to 
which an adequate employment service is utilized. 

Labor requirements of employers may be and normally will be 
recorded with the agency best equipped to furnish the requisite labor. 
Public employment offices which pool the knowledge of available labor 
and develop the technique of placement and clearance so that employ- 
ers* needs are promptly met may be expected to become the central ma- 
chinery through which our laoor market is organized. To be sure, 
the. establishment of employment offices carries with it no pressure by 
which employers are required to record their needs with local offices. 
However, the provision of facilities for contact with available labor, the 
presence of a staff competent to direct this labor into the proper chan- 
nels and to compile and analyze pertinent data concerning the labor 
situation, and the educational propaganda as to the value ot the service 
to employers justify the expectation of increasing cooperation on the 
part of employers. 

Management, while recognizing the limitations of public employ- 
ment exchanges, readily grants the need of such an agency : “It is now 
urged as essential to the efficient operation of industry rather than as a 
means for relieving the misery of the unemployed ; it is as necessary in 
the labor field as traffic control is in city life.” As this attitude tends 
to prevail employers will make increasing demands upon the public 
service and thus widen its opportunities for placing applicants. 

Evidence mr,de available to your committee revealed the fact that 
every important civilized nation has a national system of employment 
exchanges. Indeed, the establishment of a system of free public em- 
ployment agencies was made incumbent upon those countries which 
were parties to the labor treaty drafted at the Washington Interna- 
tional Labor Conference in 1919. Twenty-three countries at the pres- 
ent time have adhered to this requirement by ratifying the draft 
treaty, and together they have now in operation close to 5,000 national 
employment offices. 

During recent years it has been the accepted policy in the United 
States to have employment exchanges run by the individual States and 
municipalities. Such appropriations as have been made by the Federal 
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Government — $200,000 in the last fiscal year — -have been mainly ex- 
pended in subsidizing State offices. The farm labor division of the 
Federal Employment Service, with temporary offices at strategic 
points in the Grain Belt during the harvest season, is the only instru- 
ment which approaches a nationally organized employment service. 
Beyond that there are 170 State and municipal public employment 
offices in the country. These offices vary in number from 1 in each of 
11 States to 17 in the State of Illinois. Thirteen States have no public 
employment offices whatever. State appropriations for these offices 
vary from $900 in Wyoming to $231,360 in Illinois. The total appro- 
priations of all the State governments aggregate $1,203,906. 



Available funds for the 170 offices in the 85 States and the District of Columbia » 
from all sources and numbers of offices maintained the last fiscal year 1 



States 


Number 
of offices 


Cash 

available* 


States 


Number 
of offices 


Cash 

available * 


Arizona 


1 


age* 

1111 


Missouri. _ 


4 


$32,640 

3,070 

4,760 

83,496 

195,502 

21,600 

145,600 

9,780 

13,495 

81,360 

4,900 

1,260 

1,560 

1,238 

11,720 

1,640 

67,960 

900 


Arkansas 


4 


Nevada 


I 


California 


12 


New Hampshire 


2 


Connecticut 


7 


New Jersey 


6 

11 

6 

11 

4 


Delaware 


*1 


New York __ 


District of Columbia 


1 


14,616 
2, 100 
231,360 
21,200 


North Carolina 


Georgia 


1 


Ohio 


Illinois 


17 


Oklahoma— 


Indiana 


5 


Oregon _ 


5 

14 

1 

3 


Iowa 


3 


6,600 

15,240 

1,560 

1,140 

1,420 

4,100 

68,810 

35,307 

43,127 


Pennsylvania _ 


ICftTUftS _ 


5 


Rhode Island 


Kentucky 


1 


South Dakota 


Louisiana 


3 


Tennessee.. 


1 


Maine 


1 


Vermont 


x 


Maryland 


1 


Virginia 


5 


Massachusetts 


4 


Went Virginia 


1 


Michigan M 


11 


Wisconsin-. 


10 

1 


Minnesota. 


6 


Wvominf 









i “Financing the Public Employment Service,” American Labor Legislation Review, December 1028. 

* Includes cash allotted from the Federal Government to various States. 

* Maintained by the city of Wilmington, the Federal Employment Service, and various civic organi- 
zations. 



It should be self-evident that a country as large as this, with a wage- 
earning population numbering over 30 million, cannot be effectively 
served oy 170 public employment offices. There are, to be sure, sev- 
eral thousand private employment offices in the country, but it is the 
consensus of the best informed opinion that these are open to grave 
abuse. Private agencies have been known deliberately to send unfit 
men to certain jobs in the knowledge that the workers would not be 
kept on, thus making it possible in a short while to secure a second 
fee from the individuals placed. One Pennsylvania licensed agent 
was recently reported to have made an arrangement by which a fore- 
man in a factory was paid $5 for every employee taken on through this 
agent and $2 for every man discharged. The men were kept on the 
job a week, they were paid every Friday, and the expectation was that 
they would return to the agent for a new job the following Monday. 
This foreman made a commission of $7 on every laborer passing 
through his shop in this way. Other cases can be cited where fees 
have been split with foremen who purposely discharged men and took 
on others. Time and again men have been lmown to have been shipped 
to jobs which did not even exist. 
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Nor is it possible to control the fees charged by the employment 
agencies. Legislation for this purpose, passed by various States, has 
recently been declared unconstitutional. Today there is very little 
control which can be exerted by State governments over the private 
employment agencies in their jurisdiction. 

The present Federal employment service is in need of thorough reor- 
ganization and considerable expansion. An efficiently organized and 
well-coordinated employment service would go far to accelerate the 
absorption of workers thrown out of employment by changes in 
industry. 

If the employment service is to continue to remain a function of the 
individual States, it should be expanded and brought up to a higher 
standard than now prevails. Through Federal aid and Federal coop- 
eration it should be coordinated in such a way as to make possible the 
transference of workers from one locality to another with a minimum 
of friction. To make this possible, it is essential that there be at the 
head of the Federal service a trained and experienced director, who 
has the confidence of both employers and employees. For such a per- 
son there must be available a salary which is adequate to attract the 
most efficient talent. 

There should be organized by the Federal Government a series of 
district clearinghouses, which will coordinate the activities of the 
State offices in various sections of the country in a manner similar 
to the present organization of the Federal Keserve districts. The 
present system of granting varying amounts by the Federal Govern- 
ment to one State or another should be abolished, and the grant made 
to each State should bear a definite relation to the amount which that 
State appropriates for its employment service. The prerequisite for 
the receipt of Federal aid should be that a State shall meet certain 
definite requirements and standards as promulgated by the Federal 
Director. These should concern themselves with the type and training 
of the staff employed, the maintenance of certain statistical records, 
cooperation with the Federal clearing offices, and the office facilities 
provided. 

If an employment service is efficiently to perform its designated 
functions, it must command the confidence of those whom it is orga- 
nized to serve. In the past many employers have been unwilling to 
avail themselves of the services of public employment exchanges and 
have preferred to use other means for securing their labor supply. 
Likewise, many employees have hesitated to use the existing public 
exchanges because of the fact that they had knowingly sent workers 
to plants involved in labor disputes. To secure the confidence and 
goodwill of both employers and workers, it is suggested that there be 
created a Federal Advisory Committee made up of equal numbers of 
representatives nominated by employers and by workers to cooperate 
with the Federal employment Director in the formulation of adminis- 
trative policies. Similar representative bodies for each State, and 
even for each municipality which has a State employment office, should 
be one of the requirements in every State which secures Federal aid. 

To insure contmuity of service and to remove the Federal Employ- 
ment Service from the realm of political preferment, it is suggested, 
also, that every member of the service be placed under civil service 
regulations. It is advisable, also, that all executive heads should be 
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selected only after an oral examination conducted by the advisory 
committees mentioned above. Under such a system there will be an 
assurance that the person selected will have not only the requisite 
experience and training but also those personal, qualities which fre- 
quently make for failure or success in administering employment 
work. The individual States, furthermore, should be urged to place 
within the civil service such employees as they have in their employ- 
ment exchanges. This, too, may be made a prerequisite to Federal aid. 



(b) Adequate statistics of unemployment 

Recent discussions of the unemployment problem have brought into 
the limelight more sharply than ever before the fact that we know 
very little as to the extent of unemployment in . the United States. 
Everybody who has looked into the problem has his own pet estimate. 
The figures run from about 1,500,000 in some estimates to 8 million 
in others. 

In spite of the importance of regular employment to the national 
welfare, in spite of the effects of unemployment on our citizenship, 
and upon our industrial welfare, there exists no national or State 
machinery for collecting facte concerning this problem. In the words 
of the committee on elimination of waste in industry of the Federated 
American Engineering Societies, “the amount of idleness or unem- 



up of all of the leading 
unable, m spite of all of the combined facilities of those present, even, 
approximately to measure the number of unemployed. Estimates ran 
from 4 to 7 millions. It is said that the figure actually determined 
upon by this conference was nothing but a conglomerate of the pre- 
vailing guesses and that the final figure agreed upon was the result 
of a majority vote of those present. 

In the early part of 1928, when unemployment was being widely 
discussed, the Maryland State Federation of Labor made public the 
fact that according to its estimates there were 75,000 persons out of 
work in Baltimore. In reply to this statement the Baltimore Associa - 
tion of Commerce announced an estimate of its own, which placed 
the maximum unemployed at 33,000. A census made in the same month 
by the Maryland Commissioner of Labor and Statistics placed the 
number at 15,473. The tremendous difference between these three esti- 
mates gives an excellent picture of the State of our unemployment 
figures. Behind each of them was a judgment which apparently had 
some basis in fact and against all three of them criticism has been 
leveled. 

^ The situation in the United States as to the State of our unemploy- 
ment statistics has recently been well described by a British jour- 
nalist : “In no country is the art of the statistician so highly developed. 
He teems in the banks, the universities, the innumerable academic or 
social foundations. He will tell you to the last decimal point how many 
yards or tons of every conceivable commodity the factories have pro- 
duced, the railroads have carried, and the public has bought. But 
he does not know the number of unemployed.” 

It should be dear from the above that there are no scientifically 
acceptable statistics of unemployment in the United States today. 



1630 



SELECTED READINGS IN EMPLOYMENT 



Several attempts at their collection have in the past been made by 
the Bureau of the Census, but these were made prior to the World 
War. The census of 1890, 1900, and 1910 included figures on the 
number of people who had no jots on the corresponding census dates. 
The figures for the latter year were never published, the reason given 
to those who pressed for their publication being that the late date of 
their tabulation made them valueless. It was stated, moreover, that 
the enumerators had failed to distinguished between those who were 
actually unemployed and those who, like schoolteachers, were not 
working at the specific time, but, nevertheless, were not in fact out of 
a job. The shortage of funds as well as the pressure of work which 
came with the declaration of war were also given as reasons for not 
publishing the unemployment figures. 

* The most comprehensive collection of data concerning the status 
of employment in the United States is collected and published by the 
Bureau of Labor Statistics of the U.S. Department of Labor. These 
figures are not, however, figures of unemployment. They are figures 
which show the extent of employment. The distinction between these 
two types of data should be clearly borne in mind. Unemployment 
statistics cover those who do not have jobs. The figures published by 
the Bureau of Labor Statistics and by the departments of labor of the 
few States which have done anything along this line show the number 
of people who have jobs. To be sure, figures on employment are both 
necessary and valuable. If they comprise a sufficiently large and rep- 
resentative sample of the working population their continuous collec- 
tion will throw considerable light upon the number of persons em- 
ployed in industry and will show which industries are growing and 
which are contracting. But the fact that they show, for example, that 
employment is contracting does not necessarily mean that unemploy- 
ment is increasing. Nor does the fact that they show employment is 
increasing necessarily mean that unemployment is decreasing. 

Workers are constantly leaving industry and going into business for 
themselves. Some are retiring and living on their past savings, or on 
the income of others. Some leave industry and go to schools, colleges, 
and universities. Theoretically, unless our employment figures cover 
every branch of production and distribution it would be quite possible 
for employment in the major industries of the country to be declining, 
and at the same time have the number of unemployed grow less. On 
the other hand, with approximately one-third of a million immigrants 
entering our gates each year, with about 200,000 people coming into 
our cities from the farms, and with anywhere from 1,500,000 to 2 
million young people reaching the working age each year, a very 
marked growth in our employment may at the same time be accom- 
panied by a serious increase in the number of people unemployed. 

A letter submitted to the Senate under Resolution 147, on March 24, 
1928, by the Secretary of Labor stated that the actual number of 
unemployed in January of that year was 1,874,050. This figure did 
not in fact show how many were unemployed in the United States. As 
stated to your committee by the Commissioner of Labor Statistics it 
was nothing more than an estimate of the shrinkage of employment 
between the average of the year 1925 and the month of Januaiy 1928. 
As described by the commissioner, it was arrived at by taking the 
number of persons employed in 1925 in manufacturing and on the rail- 
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roads, as reported in the census of that year, and subtracting there- 
from the number of people estimated to be employed in these two 
branches of industry in January 1928. The estimate for January 
1928, was based upon a sample of 2,907,700 workers in 10,772 estab- 
lishments for which the Bureau of Statistics collects monthly figures. 
These figures show a shrinkage of 7.7 percent for January 1928, as 
compared with the average for the year 1925, and it was assumed that 
a corresponding shrinkage could be attributed to the remaining indus- 
tries and plants in the country. 

On this basis the estimated shrinkage arrived at for all manufac- 
turing and railroad employees was 753,107. These figures, it should 
be noted, do not include the wage earners in agriculture, mining, trade, 
personal and domestic service, and clerical work whose number in 1925 
approximated 1^/2 times the number of workers in manufacturing 
industries and on the railroads.. In order that the workers in these 
other lines of activity might be included in the estimate, therefore, it 
was assumed that they had “been affected in like degree,” and the 
shrinkage of 7.7 percent was attributed to them also. In this way a 
total shrinkage in American employment of 1,874,050 was arrived at. 

The mere exposition of this method of computation shows its in- 
herent weaknesses. First, is it fair to assume that because employ- 
ment shrunk by a certain percentage in the plants for which the Bu- 
reau of Labor Statistics has data that all other manufacturing plants 
experienced the same contraction ? It should be noted that the figures 
of the Bureau of Labor Statistics correspond almost exactly with the 
figures for the State of New York which cover a much larger per- 
centage of the plants in that State than do the Bureau’s figures of 
plants for the country as a whole. It is a fact, however, that the Bu- 
reau’s data includes most of the larger plants in the country and that 
there are many small plants which have been increasing rather than 
decreasing their working forces. This is particularly true in the newer 
industries, like the manufacture of radios, household labor-saving 
devices, airplanes, etc. In other words, the figures of the Bureau of 
Labor Statistics may not even be an accurate picture of the shrinkage 
in the industries for which it collects regular data. 

One cannot categorically say whether the present employment index 
of the Bureau of Labor Statistics is either overoptimistic or overpessi- 
mistic. It has been criticized as being both, and without making a very 
complete and elaborate survey of a very large number of plants in the 
country one cannot come to any valid conclusion. 

A second self-evident wealmess of the figures on employment sub- 
mitted by the Bureau of Labor Statistics is that they include no first- 
hand data concerning trade, agriculture, mining, personal and domes- 
tic services, and clerical workers. Inasmuch as no data is available 
for these types of economic activity, the Bureau assumed in its estimate 
of the shrinkage of employment in the United States that employment 
in these fields nad decline! in the same proportion as employment in 
those industries for which data is available. The fact, however, is 
that in many of those industries for which no data is available the 
number of employees has been increasing rather than decreasing. 
New activities, such as gasoline filling stations, garages, beauty par- 
lors, hotels, restaurants, and cafeterias, have been expanding quite reg- 
ularly during the past 5 years. To assume that employment in these 
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industries has been shrinking because such was the case in the manu- 
facturing industries requires a very large stretch of the imagination. 

Finally, the figures of the Bureau of Labor Statistics throw little 
light upon the extent of unemployment in the United States because 
they are based upon the assumption that the year 1925 was a year of 
no unemployment. Unless we know how many were unemployed in 
1925, and there is no doubt that there was a large number of people 
without work in that year, no figures of shrinkage of employment 
since that year can throw any real light upon just what the situation 
was in J anuary 1928. 

What has been said in the preceding paragraphs are not meant in 
the way of criticism of the data of the Bureau of Labor Statistics. 
The Bureau has insisted time and again that its figures merely show 
the shrinkage of employment in manufacturing industries and that the 
estimate which it made in April 1928, was nothing more than an esti- 
mate developed with the only tools which were available to it. The 
Commissioner of Labor Statistics has stated that his conclusions are 
nothing more than a guess and that it was the best guess possible with 
the machinery and data at hand. Since the spring of 1928 the Bureau 
of Labor Statistics has attempted to expand its field of investigation 
and to secure employment data for a number of industries which have 
not in the past been included in its index. The Bureau has expanded 
its field to the extent that it now collects employment data for the 
bituminous and anthracite coal industries, metal mining, and wholesale 
and retail trade. It is the hope of the Bureau to secure data on build- 
ing trades, hotels, and restaurants, and eventually upon every impor- 
tant phase of economic activity in the United States. If the Bureau’s 
budget makes this possible, we may in the future have a pretty accurate 
picture of what is taking place from month to month along employ- 
ment lines in American industry. 

Other estimates of the number of the unemployed were made by 
private agencies in 1928. One which attracted considerable comment, 
and was frequently quoted, was made public by the Labor Bureau 
(Lie.), in February. This estimate was arrived at by assuming that 
there were, in 1923, 1 million unemployed workers in the United States. 
To this figure were added the increase in the supply of employable per- 
sons through population growth, which was placed at 3 million. It 
was estimated, also, that there was an increase of 1 million urban work- 
ers resulting from the migration from farms to cities. These three 
items gave a net increase m the number of people available for em- 
ployment in 1927 of 5 million. To these 5 million was added the num- 
ber of people who were thrown jut of employment from 1923 to 1927. 
The total of these, which was made up of 1 million workers discharged 
from manuf actunng industries, 100,000 discharged from the railroads, 
and 100,000 dismissed Lorn the coal-mining industry, gave 1,200,000 
people to be added to the 5 million mentioned above. From this in- 
crease of 6,200,000 people who were available for new employment was 
deducted the estimated possible increase in the number of people em- 
ployed in other lines of activity. These were estimated at 2,100,000. 
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This figure was made up of the following : 

Estimated possible increases of employment in certain lines. - 2,100,000 

__ 200,000 

Professions 100, 000 

Amusements — 200, 000 

Public utilities 700,000 

Automobile sales and service _ 500,000 

Other distribution "I 300, 000 

Building 100,000 

Deducting the 2,100,000 increase in en^oym^t in^^di^nw 

which enlarged their employment rolls from the 6 ^ 00,000 workers 

available for new employment, the Labor Bureau came to the 'conc - 
rion that there were approximately 4 million people unemployed m 
1927 . This figure of the Labor Bureau is an excdtot iUustreU<m of 




Sft Sg^rconjeSu, 

organization, 

wWoh fc™7^nomic and financial adviser to the business world, 
XmenTreSh “assumed 

§lan ?L^191^12T 1917, 1920, 1923, andjW-were years of 
exceptionally good business conditions and of no unemployment. 

Wit? this assumption the Brookmire E^ 01 ? 110 

conclusion that the maximum unemployed m the United Stab a _ in 

any one year since 1910 was 3,653,000, in 192L ^ 19 ^*b®7 jilted 

figure is the 4? 




assumed that 



It seems impronaoie inai so i»rge » y* . • 

out of employment in this relatively limited length of time. 

No students of the unemployment problem have ever as 
there has been a period of unemployment dunng the past W y««s- £} 
1890 and 1900, in the midst of mdustnal prosperity, the decenmal 
census showed that 50 percent of the workers of the country were 
ZempKd at least 2 months each year. Evidence is available 
for the bituminous-coal industry showing that in 1 the P r J?P® r ? >1 ^ 

1926 a considerable number of the people attached to that mdustiy 
were unemployed. Indeed, one can find innumerable cases m every 
industry showing that the year 1926 was one of imemployment for 
its workers for some perior of the year. If, therefore, t 
fact an increase of 2,632,000 in the number of unemployed Iwtw^n 
1926 and 1928 the number of persons without work in the latter year 
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must have been much larger than that given by the Brookmire Service. 
Just how much larger it was it is impossible to say. 

That the results obtained from the various methods of estimating 
unemployment approximate each other so frequently is no justification 
for the belief that they are in any way correct. The data used are 
in large part the results of guesses, and the fact that many guess alike 
is no basis for assuming that they have guessed correctly. One may 
hesitate completely to accept the assertion that “Unemployment esti- 
mates are virtually worthless as far as this country is concerned. Even 
where deliberate bias is not present the estimates must perforce be made 
up from data which are not accurate even within wide limits of error. 
Obviously no analysis* however conscientious, can impart to an esti- 
mate dependability which does not exist in the raw data utilized.” 
The fact remains, however, that there is much truth in this statement. 
It is the opinion of one statistical expert who for many years has been 
working with the available data and who submitted testimony on e 
unemployment statistics to your committee that ? “Neither on the total 
volume of unemployment, nor on its distribution among industries, 
nor on its geographical distribution, nor on its duration, is there any 
direct evidence worthy of serious consideration.” 

In view of the present status of unemployment data, however, one 
can do little other than use whatever material is available, always 
remembering that most of it is nothing more than vague guess, and 
working at all times toward the collection of something more scientific 
and trustworthy. 

Without a census of unemployment we are destined to remain in 
the dark in the field of unemployment statistics. It is an interesting 
commentary upon American governmental procedure to find that 
one can secure at a moment’s notice data showing the status of our 
wheat, oat, barley, rye, flax, hay, bean, apricot, prune, cherry, and 
walnut crops, as well as innumerable other agricultural products, the 
production of condensed milk, the cold-storage holdings of cheese and 

E ickled pork, and yet be unable even reasonably to estimate the num- 
er of unemployed in the United States. If the American people 
are ever to take any action toward dealing with the unemployment 
problem, data more reliable than anything which has been thus far 
available will have to be collected. Any plan, either for the preven- 
tion or relief of unemployment, whether it be undertaken by the Gov- 
ernment, private industry, social agencies, trade unions, or any other 
organized group, must be eased upon fairly reliable data which shows 
the extent and distribution of unemployment. European governments 
such as Great Britain and Germany automatically come into regular 
possession of fairly accurate data through their employment ex- 
changes where all the insured unemployed must register. Since we 
have no means of compelling the unemployed to register in the United 
States our only sources of information is a census. 

Irrespective of all of the difficulties inherent in making and tabulat- 
ing a c ens us of unemployment it was the opinion of those who testified 
on this matter that none of them is sufficiently large to warrant our 
letting slip by the opportunity of haying an unemployment census 
made in conjunction with the Population Census ox 1930. All that 
would be required is the inclusion of two additional questions to the 
schedules to be printed. With such data which is usually included 
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on the schedules the Census Bureau could, without any great expense, 
tabulate much information which would be both valuable and essential 
concerning the extent of unemployment, the ages, sex, former occu- 
pation, distribution, and a host of other important facts concerning 
those who have no jobs. 

Granted that it will be hard to define for the average enumerator just 
what an unemployed person is, and granted also that by the time 
the census is completed and the results tabulated conditions may be 
radically different from those on the census date, such a census would 
nevertheless give us a base from which to work in approximating in 
some acceptable manner the trend of unemployment from month to 
month. It will give us, first, a good approximation of the number of 
unemployed on the census date. Secondly, with fairly representative 
data on employment for many manufacturing industries already being 
currently collected by various State labor bureaus and the Bureau of 
Labor statistics, with monthly immigation^ figures available, with 
fairly good school and college figures, and with a growing collection 
of data for employment in nonmanufacturing industries, it will be pos- 
sible to calculate usable figures showing the changes in the number of 
unemployed at stated intervals as compared with the base date on 
which the census is taken. The results obtained in this way will, to be 
sure, be approximations. They will in all probability contain a fairly 
large measure of error. They will, however, be far superior to any 
estimates which are now available, and will at least free us .from the 
necessity of having to choose from a variety of estimates — all cred- 
ible — which differ from each other by as much as 2 million. 

The Bureau of Labor Statistics’ present policy of expanding its 
sources of employment data and of adding to its present data new 
plants and industries wherever possible should be approved and 
furthered. Sufficient funds should be made available for the expansion 
of this type of work. ' _ 

Further data should also be Collected which will throw light upon 
the extent of part-time employment in the country. Figures showing 
the amount of employment and unemployment do not truly reveal 
conditions. Very frequently plants are operated for but a tew days 
each week and the workers on the payroll are depicted in our statistics 
as being employed. Prolonged periods of part-time employment are as 
^-detrimental to the welfare of the labor and as effective in checking gen- 
eral purchasing power as are shorter stretches of complete unemploy- 
ment. Steps have already been taken by the Bureau of Labor Statis- 
tics toward the collection of information on part-time employment and 
it is highly desirable that this phases of the statistics of unemployment 
should be further developed. 

A great deal can be done by the individual States along the lines of 
collecting and furnishing statistics of unemployment. A little more 
than half a dozen States are already collecting reliable monthly data on 
employment within their borders. Nothing has been done, however, 
toward developing unemployment data. There is now before the 
Legislature of the State of Massachusetts proposed legislation for the 
regular collection of information which will show tne industries in 
which unemployment is concentrated, the geographical distribution of 
the unemployed, and other facts which are essential to understanding 
the causes and the means of alleviating unemployment. The State of 
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Massachusetts should be strongly urged to enact the legislation which 
will make available such valuable data and other States should follow 
along the same lines. 

(o) Public works 

The advance planning of public works has long been accepted as 
the one instrument which governments can use m alleviating such 
unemployment as results from general business depression. The un- 
employment conference of 1921 emphasized the need of a Federal 
plan which would make possible the curtailment of public construc- 
tion wherever feasible until such times when industry as a whole is 
generally depressed. 

The idea is not a new one. It has been advocated now for several 
generations, and several times during the past decade legislation pro- 
viding for the establishment of such a policy has been proposed in 
Congress. 

It should be said at the outset that a public works program will 
not relieve unemployment caused by depression in any single industry. 
If public workfhad been instituted during the past 3 or 4 years, they 
would have had little effect upon conditions in the coal and textile 
industries where factors unique to these industries have brought about 
an appreciable decline in the demand for their products. Public 
works will be effective rather in periods of general industrial depres- 
sion when all industry is affected. 

Nor will they prevent the occurrence of future industrial depres- 
sions. The ebb and flow of economic activity is so intertwined with 
all of the forces of human psychology, the forces of nature and in- 
numerable other factors, that it would be folly to suggest that any 
one piece of machinery could lead to the elimination of fluctuations 
in busmess. A public works program should, however, effectively 
shorten the life of busmess depressions and at the same time check the 
severity of such recessions that may come in the future. 

An effective program would provide for the postponement of such 
public construction as could be conveniently delayed from periods 
of great industrial activity to periods of industrial stagnation. Such 
delay would have two results. In the first place the Government 
would be removed as a competitor of private business in the market 
for building materials and labor during times when industry is al- 
ready having difficulty in securing sufficient material to meet the 
demands of its consumers. The Government demand during periods 
of business boom frequently does little more than raise prices oeyond 
a level which is already too high. Should public construction be 
delayed until periods of depression it should be possible for purchases 
of materials to be made at lower costs than would otherwise be 
possible. During recessions, when private demand is usually small, 
the Government could make its purchases Tinder much more favorable 
conditions than would otherwise be possible. At the same time it 
would be able to secure its required labor at lower wage rates or at 
least secure the best possible type of workman at the going wage rates. 

The second advantage of the postponement of public works would 
be that Government orders coming at the psvchological moment would 
have a tendency to stimulate business activity at times when other 
orders are not available. The placing of contracts at the beginning of 
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a depression would automatically result in a demand for iron, steeL 
copper, cement, brick, lumber, ana the products of some 20 other allied 
industries. Such a demand will in turn lead to the employment of 
labor in these industries. Such labor as will be employed will become 
purchasers of other products such as food and clothing, thereby stimu- 
lating the activity of those industries which cater to the needs of our 
laboring population. In cumulative fashion all industry will be stim- 
ulated at a time when business contraction and unemployment are 
underway. 

Though the expenditure^ of the Federal Government constitute but 
a fraction of the total amount spent by the country as a whole for 
public buildings, drainage, dams, etc., it is inc umb ent upon it to estab- 
lish an example and set a standard of performance for the States, 
counties, cities, and town to follow. It is these divisions of our Govern- 
ment which can do the most effective work along the lines of planning 
long-time public construction programs. Their expenditures const£ 
tute by far the largest portion of our public outlay. They should be 
urged immediately to make provision for a longtime program and 
create the machineiy which will be in shape to function at the oppor- 
tune moment. To nmction effectively it is essential that rnginwring 
plans be drawn up and everything pertaining to the placing of con- 
tracts be in readiness at the time when general business has started on 
the downgrade. Unless such provision has been made in advance it 
may take many months after the need has arisen before the necessary 
work can be started. One of the witnesses who testified before your 
committee pointed to the case of Massachusetts during the depression 
of 1914 when an attempt was made to drain one of the swamp areas of 
the State in order that employment might be given to jobless men. In 
this case the absence of engineering reports and the need for the for- 
mulation of plans made it impossible to do anything for a year and a 
half. Without advance planning of this type anywhere from 6 months 
to a year is taken up before any work can be done. 

It was the consensus of opinion of those witnesses who testified on 
the question of public works that the passage of the “prosperity re- 
serve/ 1 legislation now before this body would have a telling effect upon 
American business polity. The example set by the Federal Govern- 
ment would, in their opinion, have an effect upon business executives 
and would probably lead them also to apply the brakes to business 
activity during periods of overenthusiasm, thus preventing the over- 
expansion which usually accompanies boom periods. It would also 
lead them to accumulate reserves for dull times and enable thom to 
manufacture for stock during periods of few orders, thereby keeping 
more labor employed. American business is already adopting the 
policy of accumulating financial reserves to meet dividend require- 
ments during periods of depression. Governmental example may lead 
them to develop similar policies in regard to production and employ- 
ment during recession periods. 

(d) TJ nemployment insurance 

Unemployment insurance is a new venture in American industry. 
Some 15 private industrial organizations today have their own insur- 
ance funds and make provision for paying their workers during 
periods of unemployment. It has been the policy of those private firms 
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which hare unemployment ntssnnee sy s tems to create their on 
insurance funds and heir the burden of the cast themsehes. Con- 



tributions are not exactedfrom the labor forces, 
workers varies with the different organizations. One, hty l anifv u 
turer in Kew England enmloying some 3yQ0© people guarantees to 
each employee £0 percent of his ireddy if he 5s amA 

M x * "*** * “ ’ ’ ’ " ’ ei* 

the 




railroad companies pays a weekly sum of $15 to its discharged 
ploy ees for a period of 6 weeks. 

It is generally felt that company insurance funds which are sop- 
ported % the management alone are more advanta g e ous than m- 
tributory fnnds because of the faet that when the cost is boEDe by the 
employe he is driven to the regularization of employment and is 
forced to do everything in 3ns power to prevent the discharge of work- 
ers. By making the cost of nsunnee a charge upon prodnetiem it is 
to the advanta^ of the employer to keep hisforre employed as steadily 
as possible and thereby keep Ms tmerhemd charges at 9 eSmam . 

hi the Chicago men's clothing market a system of mwp l ny i mM 
insurance has been in effect for the past 6 years. This system is the 
outgrowth of an agreement between soroe4i)© employers and the Amal- 
gamated Clothing Workers of America whereby both the employers 
and employees contribute jointly to an nmd 

from which relief is given to workers when wj^larlr naiUf nut. 

“At the outset the plan called for conlzibutioEffi by emjdcnfos amd 
workers of percent of tire total wages. IhlS^theconafrifiutkBiiif 

the employers was increased to ^percent waking a total cunizabuiticm 
of percent. Benefits were bn-iited by the first agreement to 40 
permit of the wages for a period not to exceed 5 weds per year. 
Under the present_agreement the nmnber of weeksper year is ™r»ad 
to 7^4 with pTovigons for the, ( rnmnlatirw i of nn pirwi henftfiifc; fan 
to year. From time to time the aMesgorernii^tlhepaymen&ofbeMffiis 
have been chained to safeguard the funds. At, p re s a at the week ly 
benefit is 30 percent of the wages. For the most part the plan operates 
on a house-fund baats; that is contzihutiaES in the case of any ur* 
ticular firm may be used only for the payment, of benefits to maias 
employed by the firm. The funds are aid minlfd .ww rf by truste e s repre- 
senting the employers, trustees repreaenting the. workers, and one 
neutral trustee as chairman. 9 At the present time about 30)09© wad- 
ers d|me under the insurance scheme. The unemployment insurance 
agreement was extended to the Bochester and Tew Tod dkathiog 
markets during the past year. S imilar arhwnps also prevail in a few 
other industries where the trade wnions and employers have made 
agreements for ins uring workers against • m w m p l « wnTi<Bnf. 

It was the unqualified assertion of aM of those who gav® testimsaBy 
on unemployment insurance that, the rwilfibaifion the that n mm - 

ployment would not result in a loss of irmnrne, Ihat.g led to a brigbfjgmed 
morale among the workers insured and has brought about Usurer pro- 
duction costs. Xothing in modem in dus i r y interferes with the effi- 
ciency of workers as much as does the fear* of being thrown omit of 
work. The larger pot of the restrisfem of output, which prosaife 
in indnstry is due entirely to the fear of working irirw^lf carcrt, rif a jrih. 
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The npuienoe of the men's clothiug industry in Chicago has given 
nndc^oted proof of the fact that labor will do anything in its power 
to increase production once it is freed from the specter and suffering 
of unemployment. 

Although bilk proposing the compulsory insurance of workers 
against unemployment have in the past been submitted to the Legis- 
latures of Massachusetts and "Wisconsin, there is today no compul- 




ages 



Great Bri tain was the first country to introduce a national system 
of compulsiHy unemplovment insurance. 3 The National Insurance 
Act. l&ll (pt. II) nude provision for insurance against unemploy- 
ment in 7 selected trades— -building, construction, Slipbuilding, me- 
chanical engineering, iron founding, construction of vehicles, and saw- 
milling — covering over 2 million workpeople. The scheme was ex- 
tended by the Munition Workers 1, Act of 1916 to indude additional 
groups of workers who were expected to suffer from unemployment 
after the war, bringing the total of insured up to 4 million. The act 
of 1&2$>, the prLeipaI »ct dealing with this project, brought into in- 
surance all persons of the age of 16 and upward employed under a 
contract service. Over ILSGOjOGO* workers are now insured under this 
scheme. S" 
thatsomeS©] 

The Britek law requires that all persons _ 

and 65 who are employed undo* contract of service in Great Britain, 
jwrlading- app re nti ces m receipt of a money payment, must be insured 
against unemployment. The chief classes who are excepted are per- 
sons engaged m agriculture, domestic servants in private employment, 
those for whom the Minister of Labor thinks insurance unnecessary 
because of the regularity of their employment, such as Government 
and public corporation employees, and all persons who are not manual 
workers and who are receiving remuneration at a rate exceeding 
£§ 5 @ a year. 

TW state Hiidw tM! mmially j fmm money granted by Parliament, 
an amount equal to rather less than one-third of the total contributions 
of employers and workmen. The contributions from the employers, 
the and the state together form the unemi ' 

from which benefits are paid. This fund is controllc 
by the Ministry of Labor. 

Contributions are levied at a uniform rate for all workmen between 
the ages of 21 and 65. There is an obvious objection to the payment 
of eqod contributiccs by people subject to different risks. The amount 
of inmpkmnBit varies with the occupation, the age, and probably 
with die wage of workmen. It was actually intended on the introduc- 
tion of the scheme to meet this variation, through differences in the 
rate of benefits, but the lack of adequate statistical data made this 
djfarnlf. Women, young men, and young women over 18, and boys 
and girls under IS pay a different rate of contribution from men and 
get different rates of benefit. 



mployment fund 
led and managed 



-aCzttsrall fm £ft£s geeffi ra fs tatem front a memorandum prepared for the Institute of 
EgTannrijec of tie BcoaKnjs iKtitntfon* Washington^, D.Cr hr Dr. Joseph Cohen, Cambridge 
H Mm a dte ilfrgfanriL 
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The condition that the unemployed workman must make applica- 
tion for benefit in the prescribed mann er is the very core of the scheme* 
He is required to register at the employment exchange the feet of his 
unemployment* The exchange knows or is able to ascertain whether 
Lis unemp loyment is due to lack of work in the etablishment in which 
he has been engaged. It is able to find him work in his own occupa- 
tion in other establishments in the district, if vacancies exist. It 
might even help him to obtain employment in some other part of the 
country. The employment exchange thus, controls the payment of 
benefit. It administers the test which qualifies for benefit. The un- 
employed workman, when he presents himself at the exchange, may 
thus be offered either new employment or unemployment benefit. 

The most frequent charge made against the scheme is that the bene- 
fit has degenerated into a “dole.” This is the opprobrious designation 
hurled against the scheme by those who are opposed to its working, to 
its very existence, or to some feature in it. 

Constant reiteration of this term of abuse has affixed to the British 
unemployment insurance scheme a stigma which the repeated protest 
of the responsible minister, of the leaders of all political parties, and of 
the serious press, has not been able entirely to remove. 

Four distinct grounds have given rise to the use of this term : 

(1) An out-of-work donation scheme was applied in 1919 and 1920 to 
ex-servicemen as well as to civilians for 12 months to meet the special 
emergency of having to transfer from war to peace conditions. 

(2) A considerable number of insured members supplement their 
benefits from outdoor poor law relief, thus indicating unemployment 
insurance has not proved adequate by itself. 

(8) Owing to the continued crisis uncovenanted benefits, later known 
as extended benefits, were given under special conditions, at the direc- 
tion of the Minister of Labor. 

(4) Even where there was no request for extended benefits, the con- 
stant changes in the unemployment-insurance scheme — in the amounts 
benefit, and the contributions and the general conditions — gave 
critics the opportunity of asserting that its insurance nature had en- 
tirely disappeared. . 

Is there justification on these grounds in applying the term “dole 
to the unemployment benefit,, and if so, to what extent ? 

(1) The term was in recent years first applied to the out-of-work 
donation given by the Government out of the Treasury to ex-service- 
men (including seamen) and civilians, who were unemployed within 
the 12 months following their personal demobilization. Some £40 
millio n were distributed to ex-servicemen and £22 million to civilians. 

Amount paid in ex-se^Jice and civilian out-of-work donation 



Financial year: 

191S-19 

1919-20-.- 

1921-g"IIIII”I— II 



£13,255,233 
36,701,301 
11, 923, 201 
544,030 
12,499 



There is, however, an essential difference between the out-of-work 
donation scheme and the unemployment-insurance scheme. It arises 
from the fact that donations were paid to certain bodies of unem- 
ployed as a free gift, entirely from State funds, while benefits under 
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the unemployment insurance acts are on contributory basis and pay- 
ments are made out of a fund to which working people and their em- 
ployers themselves contribute about three-fourths. The former were 
granted as a postwar governmental bonus for services during the 
duration of the war, the latter are granted to certain bodies of insured 
people engaged in normal occupations who satisfy certain conditions. 

(2) The law of England since 1601 has been that people in distress 
may go to the guardians of the poor in their district and obtain ade- 
quate relief. The acceptance by an insured person of unemployment 
benefits does not deprive him of the right of concurrent aid from the 
poor-law authorities if he is in. distress. Such distress might arise 
when his claim to unemployment benefits is exhausted, since he is en- 
titled to draw such benefits only for a limited period. It might occur 
also even while he is drawing unemployment benefits, if he has a very 
large family to support or an expensive illness in the house, since the 
amount of benefit he draws is, in amount, comparatively small. 

Even under the comparatively generous American compensation 
laws, public or private relief in cases of industrial accident has not 
entirely disappeared because of the benefits granted frequently prove 
insufficient. This is rather an argument for the increase of insurance 
benefits. In Great Britain as well as in Germany unemployment ben- 
efits were meant to be kept so low as not to tempt the lowest paid work- 
man to malinger. Low benefits were justified also on the ground that 
they were to be supplemented by private savings. Clearly, after the 
extended period ox depression many of those most affected must long 
ago have exhausted any savings they may have had or any credit they 
could raise. 

(3) and (4) The next two criticisms of the “dole,” those referring 
to the uncovenanted benefit and to the constant changes, can be best 
dealt with together. 

Throughout the exceptionally long period of severe unemployment, 
there has been a constant expectation that an abatement was near at 
hand, and consequently it was not felt that there was need for any 
radical change in the accepted view of the problem and the treatment 
based on it. To meet the special circumstances, therefore, short-period 
schemes were introduced, and frequent modifications were made in con- 
tributions and benefits. The authorities oscillated between the view 
that the unemployment insurance scheme was in itself enough and the 
view that it needed to be supplemented by poor-law relief. Uncove- 
nanted or extended benefits were introduced which had some of the 
characteristics of both insurance and relief. While they were still paid 
from the unemployment fund to which the workers had contributed, 
benefits were granted for longer periods than had been laid down in 
the scheme, and with special conditions determined by the Minister 
of Labor. The erroneous assumption that unemployment would not 
last made these cflfistant tamperings with the scheme inevitable. But 
it should be noted that the contributions in spite of frequent modifica- 
tions retained their old proportions fairly closely and that the Govern- 
ment at no time bore the whole or even half of the costs of the scheme. 
Changes in the rates of benefits, moreover, may be made unexpectedly 
even by private insurance companies. 

As to the argument that unemployment insurance in Great Britain 
has created a standing army of unemployed, it should be stated that 
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careful investigation has revealed the fact that the uneniployed, as 
a rule, are out of work for a few weeks and are then absorbed into 

industry. , . , . . . ... nA 

It has been established as the result of special inquiries that some 90 
percent of the unemployed consist of persons who normally would 
either have steady employment, or would obtain a fair amount of em- 
ployment. A nucleus of individuals consisting of about 7 percent of 
the total unemployed constitute the “hard core” of unemployment. 
These are mainly individuals over 45 years of age in whose case unem- 
ployment has been comparatively serious. The remainder must pot 
be regarded as chronic cases. The personnel is constantly changing, 
and the majority are at work for probably not less than 75 to 80 per- 
cent of the time. Indeed* leaving out the small group* the unlucky 
7 percent, the remaining 93 percent have suffered not muc ^P f l or ^ ! u f 1 “ 
employment than is normal in the United States. Only one-fifth of the 
possible working time of this 93 percent of the British industrial 
population has gone to waste since 1921, an amount which is not much 

larger than is usually wasted in American industry. . . 

Nor does there seem to be any truth in the suggestion that adminis- 
trative checks on applicants for benefit have not been enforced. They 
have been obliged to call at the employment exchange at regular per- 
iods to register their unemployment. Their cases have been inquired 
into not merely by the employment officer but by advisory and special 
co mmi ttees. Indeed, there has frequently been more cause to complain 
of undue harshness in forcing workmen to present themselves regu- 
larly at the employment exchange to report. 

The Minister of Labor in his report for 1927 states that : 

Wherever there is a suspicion of fraudulent misrepresentation to obtain bene- 
fit, and on the evidence a conviction seemed probable, the general policy of the 

department to institute proceedings has not changed. 

During 1927, 1,639 persons were prosecuted for this class of offense, which 
constitutes a decrease of 111 in comparison with 1926, and 395 in comparison 
with 1925. 

From the following table the result of the prosecutions for 1927 may 
be compared with the corresponding figures for 1925 and 1926. 





Fined 


Imprisoned 


Bound 
over or ad- 
monished 


Summonses 

dismissed 


Total 


1925 — 


1,273 


496 


146 


119 

99 


2,034 

1,750 

1,632 





1,144 


341 


166 


1927 


1,164 


223 


145 


107 













It will be seen that these figures are small in comparison with the 
number of claims to benefit which approach millions. It will be appar- 
ent that the number of cases brought before the courts were apprecia- 
bly lessened, and that there was a more than proportionate decrease 
in the number of cases the magistrates consider grievous enough to 
deserve imprisonment. (Ministry of Labor Report, 1927, pp. 45, 46.) 

Although it was the opinion of those who appeared before your 
committee that we have not yet reached the stage in the United States 
where compulsory unemployment insurance is practicable it is highly 
desirable that some action be taken which will lead to the inauguration 
of an unemployment insurance system. Some provision must be made 
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for the workers who are daily being thrown out of employment by 
changes in industrial organization and industrial technique. During 
the period of search for new jobs and during the period of retraining— - 
particularly in cases where skilled laborers find themselves supplanted 
by machines— society owes it to the worker that he be m part provided 
for. Irrespective of the efficiency of any system of employment ex- 
changes and irrespective of the efforts of private industry to regularize 
employment there will always be an appreciable number of persons 
who are out of jobs through no fault of their own. Such persons 
should be entitled through a contractual relation with an insurance 
fund to the receipt of unemployment benefits. If constitutional diffi- 
culties make a Federal system of unemployment insurance imprac- 
ticable, some system of Federal and State cooperation should be devel- 
oped where in the Federal Government will subsidize and oversee such 
State compulsory insurance systems as are created. . 

One large ins ur anc e company stated, in a memorandum submitted 
to your committee, that in its opinion unemployment insurance is an 
actu ar ial risk which can be computed and that it is possible for the 
modern insurance company to undertake the writing of group-unem- 




go into the unemployment-insurance business as soon as it can secure 
permission from the State in which it is incorporated to do so under 

its charter. . 

It was made evident, however, from the information secu/ed from 
witnesses who appeared before your committee that temporary unem- 
ployment-insurance benefits will not in themselves meet the needs of 
those workers who are out of work. Virtually all of the employers of 
labor who testified frankly stated that it is against their policy to take 
on new employees who are over 45 years of age. Some of these wit- 
nesses, to be sure, have pension plans for their superannuated workers, 
but many of them do not. 

Special provision must be made for the men over 45 who are unem- 
ployed. Many of them are still in the prime of life and are able to 
meet the requirements of industry. They are not old in the sense that 
they have outgrown their usefulness. Yet once they have been dis- 
charged they find it exceedingly difficult to secure new employment. 
It is the duty of American industry to keep these men on their pay 
rolls rather than to turn them adrift upon a labor market which 
refuses to absorb their services. One of the larger automobile manu- 
facturers stated that he has special departments for employees who are 
unable to maintain the pace set by younger men. Other manufacturers 
should adopt a similar policy. 

The older workers who have given the better part of their life to the 
service of a given industry are entitled to support by that industry 
once they have outgrown their usefulness. If industry does not meet 
this responsibility, it is the function of society, for whose benefit in 
the last analysis industry is organized, to make the necessary provision. 
All of the important civilized nations already have state-pension sys- 
tems. The United States is alone in its failure to provide for the 
worker who is dispossessed because of old age. 
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Unemployment insurance, undertaken by private industry, should 
prove to be one of the greatest stimuli toward the elimination of un- 
employment which has thus far been devised. Not only does it furnish 
employees with purchasing power during periods of unemployment 
but it also leads to efficiency on the part of laborers and thus to the 
lowering of production costs. One witness^ who has provided unem- 
ployment insurance for his 3,000 workers insists that if any of his 
labor policies had to be altered, unemployment insurance would be the 
last to be touched. The essential feature of unemployment insurance 
is that like accident insurance it has within it the germ for the elimi- 
nation of the very thing it undertakes to insure against. American 
experience with accident insurance has made patent the fact that both 
the employers who bear the cost of the premiums and the insurance 
companies which carry the risks are both driven to cut down as far as 
posable the chance of accident. This type of insurance has perhaps 
more than any one thing brought about a radical decline in industnal 
accidents. The experience of those organizations in the United States 
which have experimented with unemployment insurance is evidence of 
the fact that this type of insurance will lead to the same results in the 
held of unemployment. 

SUMMARY AND CONCLUSIONS 

If we are effectively to cope with the problem of unemployment, the 
forces of both the Government and private industry must be mobilized. 

As far as the Federal Government is concerned, three distinct meas- 
ures should be adopted by its executive and legislative branches: 

1. Its statistical resources should be mobilized so that current infor- 

mation will be available at all times showing the status of production 
and trade and the extent of employment and unemployment. Such 
information is essential if American industry is to be able to formulate 
production schedules. Without it, the distributive branches of indus- 
try — i.e., the wholesaler, the jobber, and the retailer— can not make 
rational future commitments. # _ 

2. To lessen the severity of business recessions the Federal Govern- 
ment should make provision for a prosperity reserve which will, wher- 
ever possible, postpone public construction from periods of great in- 
dustrial activity to times of depression. Plans and specifications 
should be prepared in advance, so that contracts may be placed at the 
time when they can most effectively stimulate the demand for labor 
and the demand for industrial products. 

3. A well coordinated system of employment exchanges supported in 
part by Federal funds and supervised by a Federal employment direc- 
tor is essential to the expeditious placement of unemployed workers. 
Such an organization should be created with the aid of the individual 
States together with Federal clearinghouses strategically located to 
meet the needs of given geographical areas. 

4. In order that the involuntarily unemployed may be provided for 
during the period of transition from one job to another a system of 
unemployment insurance should be organized. The exact status of 
the Federal Government in this connection is somewhat in doubt. It 
could, however, cooperate with the individual States in bringing such 
systems into being and through Federal aid stimulate their establish- 
ment. 
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Unless private industry avails itself of the means afforded by Gov- 
ernment for the prevention of unemployment little will be accom- 
plished. Industry must undertake to play its necessary part : 

1. The business executive must learn to use the statistical data made 
available by the Government. 

2. Business must voluntarily undertake to control activity when in- 
dustry is approaching the stage of overexpauLlon. The exercise of 
such self-control is essential to the elimination of violent business 
fluctuations. 

3. American business leaders must develop the will to regularize 
output and employment. They must be mrde to recognize the *act that 
they more than anybody else are responsible for the steady employment 
of th eir workers and that by budgeting output and by diligent search 
ways and means can be found for stabilizing employment. 

4. American business must make provision for the support of its 
workers during periods when no work can be found for them. Private 
unemployment insurance funds have been found a practicable me ans 
for meeting this situation. The actual cost is insignificant when com- 
pared to other costs of production. Such insurance, indeed, may 
eventually be found to add nothing to the costs of running American 
business. The increased efficiency of labor, once it is freed from the 
fear of unemployment, has in many instances in this country proven 
sufficiently great to offset the burden of carrying insurance funds. 




[From Survey, Apr. 1, 1929] 

UNEMPLOYMENT, 1929 

(By William M. Leiserson) 

“We are so accustomed to associate unemployment with prostrate 
industry, closed factories, and universal profound depression, that it 
is hard to revise our ideas and grasp the fact that we must also grapple 
with an unemployment problem that is the direct outcome of pros- 
perity. It is likely to persist and, it may be, increase even if our indus- 
trial output after the present recession should resume with full vigor 
the upward trend that has characterized it of late years.” 

When the New York Journal of Commerce carried the above about 
a year ago (February 1928) the index of industrial production com- 
piled by the Federal Reserve Board had shown a steady decline during 
the greater part of the year 1927. But the upward trend predicted 
by the Journal began early in 1928 and has continued, with only 
seasonal recessions, ever since. The latest figures available show that 
in December 1928 the total volume of production was about 5 percent 
higher than in March 1927 when the downward movement began. 
The year 1928 taken as a whole set a new high record, not only for 
production, but for retail sales and business profits as well. Industrial 
production in 1928 exceeded by 6 percent the previous record year 
1926. Consumption of electrical power by manufacturing plants, 
considered one of the best evidences of business conditions, shows the 
highest level ever recorded— 40 percent above the average of the years 
1923-25. Mail-order and department-store sales set new high records 
in 1928, and business profits according to tabulations of the National 
City Bank were almost 10 percent higher in 1928 than in 1926, the 
previous record year. 

Prosperity has returned with full vigor, but as the Journal of Com- 
merce prophesied, unemployment persists and promises to increase, 
as “a direct outcome of prosperity.” While the number of workers 
employed in 1928 increased above the low points reached in 1927, the 
total employment in December 1928 was still about 12 percent below 
1923. For the whole year 1928, the U.S. Bureau of Labor Statistics 
reports a reduction in working force of 14 percent as compared with 
1923. Its data come from factories which employ nearly 40 percent 
of all the workers engaged in manufacturing. It is reasonable to as- 
sume, therefore, that the trend of employment shown in them is rep- 
resentative of manufacturing industry as a whole. And if this is true, 
then the factories of the United States employed some 800,000 fewer 
workers in 1928 than they did in 1923. 
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Factory employment figures published by various State de pa rt- 
merits of labor, and other data, snow the same trend. In New York 
State, factory employment dropped 16 percent from 1623 to 1928; m 
Illinois, 15 percent; in Massachusetts, 22 percent; in Pennsylvania, 11 
percent; in Wisconsin, 10 percent. On the railroads of the country 
the number of employees dropped 200,000 in the last 5 years, a reduc- 
tion of about 10 percent. 

That this increasing unemployment is the result of prosperity rather 
than of depression becomes quite plain, when we consider the lising 
wages that have accompanied the declines in employment. Follow 
the curve of weekly earnings on the accompanying chart, and you see 
that factory employees have never earned such high wages as they 
received in 1928. Average weekly earnings have risen 8 percent in 
New York State since 1923 and about 5 percent in the country as a 
whole. Earnings now are higher than in the boom year of 1920, 
despite the drop in cost of living since that time. 

Those who are employed snail earn more than ever before; but 
fewer shall be called to work, and more. shall be unemployed: That 
is the promise of American industry to its wage earners. l hroughout 
the year 1929. One did not have to be a prophet to predict it. Look 
at the pictures of the trends in recent years. More and more power 
used, production climbing, sales mounting, profits rising, and wages 
increasing — while the number of workers employed gradually declines. 
That is the story of the last 5 years, and that is likely to be the story 
during the present year, and for some years to come, with variations 
here and there, no doubt. There are no signs at present that the pre- 
vailing tendency is to be altered. 

And, so long as conditions make, the drive for efficiency and reduced 
costs necessary, and it is accompanied by technological and managerial 
improvements such as have marked.the last 5 years, we may expect the 
same tendency to continue — increasing unemployment with increasing 
prosperity. In the immediate future, at least, less and less manpower 
is likely to be needed to produce more and more output, more and 
more profits and more and more wages. . 

The increasing earnings of industrial employees is hardly to be 
explained by a growth of the spirit of philanthropy among employers. 
It is to be accounted for rather by the discovery that it is cheaper to 
pay higher wages to a smaller number of efficient workers than lower 
wages to a larger number of less efficient. Industry is therefore con- 
centrating its work in the hands of a smaller number of employees. 
The younger, the more active and capable workers are taught and 
stimulated by incentive wage-payment plans to produce and to earn 
more, while the older, the slower, and the less efficient workers, are 
weeded out to swell the ranks of the unemployed. 

Not long ago we were looking over the employment records of a 
large plant in the Middle West. In 2 years not a single permanent 
employee was hired who was over 45 years old, and mere was only 
one of these. The maximum age of those hired in all but a few weeks 
was under 30. On the other hand, the record of discharges and lay- 
offs showed that those separated from the payrolls against their will 
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were much older people. Here are a few items taken, from the record 
which show what is happening : 

Discharged. Age, 53 ; 10 years in the plant ; “unreliable.” 

La id off. Age, 60 ; 8 years with the firm ; “change in industrial process. . 

Laid off. Age, 50 ; employed for 5 years ; “reduction in force. 

Dropped. Age, 41 ; employed 3 years; “physically unadapted to the work. 
Discharged. Age, 49 ; 15 years in the mill ; “careless.” 

Laid off. Age, 43 ; employed 12 years ; “slow.” „ . . „ 

Laid off. Age, 58 ; employed 9 years ; “completion of temporary Job. 

Not all those elimin ated are of this older type, of course. In fact^ 
the majority of “exits” as well as those hired are younger people. 
Those who leave are merely more heavily weighted with the old. But 
the reasons for the exits of the young are not much different from the 
reasons for the old: “careless,* “incompetent,” “reduction of force, 
“slow,” “lazy,” “unadapted to the work.” Thus does unemployment 
result directly from the prosperity brought about by better methods of 
management, improved machinery, and new processes of manufacture. 

To this must be added the unemployment that comes from the mere 
growth of large-scale production. Some years ago the National Bu- 
reau of Economic Research found that, contrary to popular belief , the 
workers in large establishments suffered more unemployment than 
those in smaller plants. In every line of industry including trade, 
transportation, mining and construction, as well as manufacturing, the 
number of people laid off between the peak of prosperity m 1920 and 
the trough of depression in 1922 increased as the size of the business in- 
creased. In manufacturing, the plant employing less than 20 workers 
sho wed a reduction of employment xrom the peak amounting to only 
about 8 percent. The plants with 21 to 100 employees reduced em- 
ployment about 20 percent j while, in the. largest establishments, those 
with more than 100 employees the reduction was more than 33 percent. 

Apparently the small plants are much more inclined to keep their 
employees on the payroll during slack times and to divide what work 
there is among all hands than are the large establishments. The latter 
prefer to concentrate the available work on a smaller number of em- 
ployees, and to lay off or discharge the surplus. This tendency, which 
the National Bureau of Economic Research discovered in the depres- 
sion years 1921-22, has continued as a factor increasing unemploy- 
ment in the prosperous period since that time. While ^e g^eral trOTia 
of business has been upward from 1923 onward, the years 1924 and 1927 
developed recessions, and compared with the years immediately before 
and after were distinctly years of depression. And every year con- 
tinues to have its busy and slack seasons. Between the peaks and the 
troughs of these fluctuations, the larger establishments throw outof 
emp loyment a larger percentage of their workers than the small. . Ihe 
growth of our scale of production thus becomes another factor in in- 
creasing unemployment at the same time that it increases prosperity. 

Butdoesn*t all this increasing efficiency and decreasing costs lower 
prices to consumers ard thereby bring on more demand and provide 
more work? No on© familiar with, the facts of modern industry can 
doubt that this is true— in the long run. But the more rapidly techni- 
cal and managerial improvements are made, the longer the run be- 
comes before such an adjustment can take place. Certainly in the last 
5 years lowered costs have not increased demand enough to provide 
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work for d isplaced, workers. Whether it is the rapidity with which 
labor-saving methods have been introduced^ or because of oudbt rca- 
sons, the fact remains that producing capacity is growing faster tban 
the capacity of the consumers to buy the goods and services produced. 
Until we find ways of offsetting this tendency, we may expect increas- 
ing unemployment to result from increasing prosperity. 

And because it is always the less efficient, the older, and the less 
adaptable that are displaced, while continued idleness increases their 
lack of industrial quality, we may expect not only increasing num- 
bers of unemployed, but also more unemployables. This is probably 
the explanation of the growing demands on charitable agencies ana 
the increasing relief expenditures which have become a marked char- 
acteristic of our prosperity. Social workers have wondered attnis 
development, ana have been inclined to ascribe it to more liberal 
amounts of relief given to individual families. But the avadable 
figures seem to show rather that the amount of relief per family has 
hardly risen since 1923. What seems to have happened js that the 
numb er of families receiving relief has been increasing faster tban 
both population and the cost of living. 

A generation ago people talked shout the unemployed. Idle labor 
running to waste appeared as a personal problem. Lack of foresight 

" O, 1 wmsvMv rmonlo ITfefst +TlO WArln til ATI fWTI Iff 1 




among the poor brought more people into the world than could ___ 
su stenanc e: and the least capable, the thriftless, the untrained, the 
dissipated, the unambitious, and the physically and mentally handi- 
capped gave us an army of unemployed and unemployable. 

Then the conception changed to unemployment as a problem of 
industry. Not the personal qualities, but the fluctuations of in- 
dustrial demand caused unemployment. Over a period of years, in- 
iinofnr woe *Kin fn ah^nrh all the mowing population, but its needs 

irr^ularity 




prosperity ten us tu unug wuui — , 

true again. A surplus of labor more or less permanently unemployed 
is being developed, consisting of the less efficient, less adaptable^ and 
more unemployable whom the community must support through taxes 
or through private charity, because they can find no place in industry. 

Is this what we must look forward to! If we allow matters to 
drift, no doubt this is the prospect. But there is plenty ofevidaice 
that it is possible to control industrial development to make such a 

condition unnecessary. .... . .. . , 

If workers are rendered obsolete by improved methods and ma- 
chinery, then why is not an obsolescence charge for labor aslegitimate 
a cost of industry as obsolescence depredations for machinery and 
other equipment, which is a common item in the accounting of rapidly 
changing industries? Already a number of foresiglited^OTiplo^ra 
have established unemployment funds out of profits laid by for rainy 
days for labor, as they lay by a surplus out of which dividends may 
be paid in bad years.^ And several um< 
ployment funds on their industries. 



iminns have forced such unem- 
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If improvements ue too rapidly for 10* lihar to 

be absorbed in other industries, then may 5t mttesHiM® toi^u* 



placed labor, until it can be reatetwoea, be ran© »j jMamauy » » 



of die community- Xbe remedies iot nos amn «ujht gamu ts m hx *■«- 
ploy ment are now well inown. We needjbnt the wall as a f® 

nndertake and to derelop ium, and to rJilanib ri e inda^b^to 

do its part in sharing the risks of nnepankgnaept as w e Ihar^made ^ 
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x security next moTeomt as eutsLjgBfciG as its a a ifet L caunpaj^a, 

when it b»g to boo its ic^oosm^ for un gngfeyBffl i Bt . as it does Hxw 
accidents. 
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BUST MACHINES AND IDLE MEN 

PLOYMENT AS PART OF THE PROCESS OF 
INDUSTRIAL GROWTH 



(Br Beulah Amidqx) 

TA TOwnr 

I, The svMiitg jvd of the XYZ Railroad at N employed 305 
mm- Two-thirds of Hie for r *e was unskilled or semiskilled labor, 
while about 100 of these employees were aigMy skilled railroadmen 
who had been, with the XYZ for from 2 to 19 years. Partly as an 
w p w TT ii# i iH im ineressrig; speed and efficiency, partly to meet a local 
picljfem of grate and Enhance within, a growing municipality, 
tfi^ XYZ electrified its switching yard. As a result, 151 men were 
able to do die work formerly requiring 305. Also, it was found that 
less dall and experience on the part of the switching-yard force was 
«alM for under the new c onditions. Accordingly, 154 men were laid 
off on. a veffs notice. The larger proportion of these were from 
among the higher paid group, most of whom had spent their working 
life acquiring the ^31 to hold the jobs from which they were dismissed. 



2L That Owens machine^ which wieehaniaed the ancient glass-blowing 
is a. ‘‘semiautoniatic 77 nanKiiw. More recently, it has been 
»a |yfcw nii d by a feed-andrflaw machine, which makes several divi- 
gjqns of Die ^msb in dust ry practically automatic. It has been esti- 
mated thatthemachine does ini hoar what it would take 41 workers 
to do by handmaid withit ¥ 3 operatives can accomplish what 10 could 
do with. Die semiautomatic equipment. During the past winter, the 
D Glass Works, which. turns out battles in various stock sizes, in* 
«*iiM Die most vp-to-date automatic machines; This more than 
trebled its o u tp ut . The L Bottle Works, the chief competitor of D 
tried faMytn waiirtain Ttalwild nn femafat In less than 6 months 
the Dwuris shut down, throwing 213 men and women out of work in 
*Im>. middle of seasonTfor the industries in that community. 



3L The use of machinery and power has advanced npidfythzough- 
the gad industry in Die past few years: For example, 2 men 
me by 14 in charging furnaces; 7 men can cast as 
could cast a decade ago; in the open-hearth opera- 
does the work of 40; 2 men now replace 123 in unloading 
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pig iron. By the use of such economies of time and mimpower, the 
TTG. Steel lulls have decreased their personnel by more than 1,300m 
the past 3 years. Simultaneously, the g^o^toimageof steel produced 
by these mills increased from 1,730,724 in 1927 to 1,901,707 in 1928. 

maghinb hands 

4. The L. Shock Absorber Co. received the rerord order of ite his- 
tory some months ago. It was employing at that time 800 woraera. 
It planned to take on a force of 2,000 more and so advertised; work- 
ers came flocking from 3 States. A thousand men were takou oi^ in 

groups of a hundred or less. Nine belts or lines were operated, and 
loo units were considered a fair day’s work for each line. But man- 
agement began to work out more effective ways of using both machine 
power and man power and more effective methods 
Sals and equipment. Instead of taking on the second 1,000 worions, 
mechanical improvements were made, and various “speeding up de- 
vices put into effect, including a “bonus” of a box of cigars to the lme 
that exceeded 400 units. As a result, the day’s output has been in- 
creased from 400 to 2,200 units with from 2 to 5 hours overtime per 
day required to get out a day’s work and receive a day s pay. 

BIJBBEBWOKKXBS 

5. Eight years ago the Blank Rubber Co. coinm . .-l 

studies ana process studies, one of the results of which has tne 
installation of new and improved laborsaving appliances. During 
these years, it has increasea its output from 32,000 units per day to 
57.000 units per day, or about 78 percent. At the same tune, the pro- 
duction forcedecreased from 24,000 men to 16,500, or about 30 per- 
cent. Much of this increased efficiency was the result of tune studies 
and the rearrangement of various steps along the production line, but 
the larger part was due to the displacement of men by machines. 

musicians 

6. The Rialto Theater in a large eastern city had an orchestra of 40 
trained musicians. The Bialto installed a “talking movie,” and over- 
night these 40 musicians were out of a job. In thesame city, another 
theater notified its 22 orchestra members that within a week their 
services would no longer be required, because of the installation of a 
“talkie.” 



7. One of the large sugar refineries on the eastern seaboard erected 

anew plant about 4 year ago designed to produce 2 million pounds of 
refined sugar a day and employ 500 men. By improved manufac- 
turing methods, supplemented by a change in the method of wage pay- 
ment^ force of 400 men is now producing 3,500,000 pounds daily. 
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MACHINISTS 

8. When young John Doe succeeded his father as head oftheDoe 
Machine Shops, he decided to “get away from mossbach methods and 
installed the most modem equipment obtainable. As part.of thisrevo- 
lution. 1 man with a “gang” of 7 semiautomatic machines now re- 
places 25 skilled machinists. Thirty workers with 10 machmesare 
doing the work of 220 workers with 20 old-type machines. Some of 
these men had spent all their working lives m the Doe shops. None 
of them was given more than a week’s notice before being laid off. 



repairmen 

9. In railway repair shops, four men with oxyacetylene torches can 
do in from 3 to 7 hours what it formerly took eight men 3 weeks to 
perform in repairs to locomotives. 

SHEET METAL WORKERS 

10. The Blank Sheet & Tube Co. has increased its output and cut its 
labor bills by installing a tramrail crane, with the help of which 3 
workers now do the worn of 28. A week before the crane was in place, 
25 men were notified that their services were no longer needed. The 
same concern has equipped 5 men with tractors to replace 48 men as 
crane loaders. 

TOOLMAKERS 

11. The Jones Tool Co. makes drop-forged handtools, including 
hammers, wrenches, chisels, punches, screwdrivers, and so on. It used 
to take from 3 to 4 days from the time the blank reached the forging 
hammers till the tool reached the stockroom. Then a new cycle was 
established, with equipment to keep the work moving almost constantly 
from unloading stock from cars to laying down finished tools on the 
platform. In 1922 the company had 16 drop hammers and employed 
480 men. Last year it had 22 drop hammers and a working force of 
280. Output had increased between 30 and 40 percent. 



TEXTILE WORKERS 

12. In 1927 the R. F. Textile Mills employing 5,100 workers pro- 
duced 137,000 yards of woolens of a certain width, texture, and quality. 
During the slack season, new and improved machinery was installed 
and an efficiency system, suggested by an engineering expert, was in- 
troduced. In 1928, a labor force of 3,000 produced the same yardage, 
of the same width, texture, and quality. The 2,100 displaced workers 
were added to an already acute unemployment situation in a disorga- 
nized textile market. 



[From Survey, Apr. 1, 1929] 

“LET OUT* 

(Bt Isador Lubin) 

At the suggestion of the Senate Committee on Labor and 
Education , , the Institute of Economics of Brookings Institu- 
tion has been making a broad study of industry unemploy- 
ment. This article 'is based on one section of the study— a 
survey of 75b workers u let out” during the 12 months preced- 
ing September 1928 

“You are hereby notified that after April 1 your sendees will no 
longer be required” Neatly typed on his employer’s stationery, this 
was what William Brown found in his pay envelope one day toward 

the end of last March. , 

Brown had been with the firm nearly 2 years; he had always shown 
up before the working whistle blew; he had never knocked ofl la i day. 
It was his ambition that the boss would never ‘have anything on him. 
He’d done his best to make sure that through no fault of Jus own would 
he ever be fired. Nor was he. He was let out because the company s 

W< Brown had been out of work before, and he knew what was involved. 
The last time, back in 1926, it had meant 4 months of trudging from 
one factory to another. It had meant studying the want ads every 
night, getting up at 6 in the morning to be at the gate before the crowd 
got there, ana then finding some way to kill the rest of me day. The 
employment man rarely started interviews before 8, and by the tune 
he had seen Brown it was usually between 9 and lO o c ? ock '^fter 
that, it was not worth while trying other factories; the hiring was over 

He hadPtried several private employment agencies, but without suc- 
cess. Somebody had suggested the free State employment agency, a 
branchof which was located in his city, but it reported no caUs for men 
to operate a lathe. The employers of the city of T— asked occasion- 
ally tor a gang of unskilled men, but when it came to experienced ma- 
chine operators they preferred to do their own picking from the 
crowds that gathered at the gate in response to newspaper ads. 

All this hacl left a haunting impression. Brown could not close his 
mind to troubled memories : 

That last month of unemployment sure was tough for the wife and kids. * * * 
. oo had We thought the $300 we had put away would 

TJS iUMi TO. At the endo f thetatmonttU« 
§00 did not look so big. * * * Forty dollars sure is a lot of rent, but what s a 
X withth^chiltoSL going to do? At that, fonT r ootna . re crowded ; J»_» 
iStte Jack’s sickness. Twenty dollars wasn’t so much for the doctor. He was 
over six or seven times. Still * * * 
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During the last month of unemployment every nickel looked big. * * It was 
fanny to find yourself setting the alarm 30 minutes early, to have time to walK 
over to the west end in answer to a want ad. * * * The rent money couldn t 
be touched. * * * Alice had to get old Huber to trust her for the groceries * m • 

I d idn ’t r ealize when I told Alice 6 months earlier to buy all her stuff at Huber s 
that old Huber would have to come to our rescue before long. * * * Can t make 
me believe you save anything in the long run buying from chainstores , an(1 

when hard times come along you could starve to death for all the ca sn-ana-carry 
cares. * * * What’s a man with a wife and kids to do when he loses his job li 
these chainstores drive out all the neighborhood grocers? * * * It looked for a 
while like we’d have to write to Alice’s brother up in Illinois to ask a loan. 

Over 18 months' now, been averaging around $35 a week. Alice has been putting 
$5 into the Building & Loan Association every Monday. Almost $400 saved up. 
Thing s sure have been going smooth. 

Next Saturday— let out. 

William Brown is one of some 2 million workers who were out of 
employment in the spring of 1928. What became of him? 

Immedia tely after the closing whistle, March 31, Brown askeci his 
foreman why he had been u let out.’* He was told that orders _ for 
dre dging machinery were slow and that the force had to be curtailed. 
There was no complaint as to his conduct or efficiency. If orders 
picked up, perhaps they could use him again. It might be worth his 
while to drop in now and then and see whether there was anything 
doing. If he hit the right time, he might find something. 

Judging by the findings of some who have looked into the unemploy- 
ment situation of the past 18 months, Brown’s problem should have 
been a relatively simple one. American industry has been expanding. 
New industries and trades have been springing up, taking on more 
and more men. During the past 7 years the changing standards of 
American life have brought into our service industries, for example, 
over 1,100,000 additional workers who feed us in restaurants, make 
our beds, or bow obsequiously to us in hotels, cut , . 

our nails, wash our clothes in laundries, and clean and press our suits 
and dresses. 

The new lines of activity, in short, are ready to absorb those work- 
ers who have been discharged from tne older industries. Indeed, they 
are doing more than that; they are taking on more people than the 
older industries are letting out. Recent figures show that between 
1920 and 1927 the net increase in workers employed in all occupations 
was 817,000. Surely, William Brown should not have found much 
difficulty in getting a new job. . 

When Brown was interviewed in August 1928, he was still unem- 
ployed. For almost 5 months he had been following the want ads, 
making personal inquiries, and. calling, at employment agencies. 
Thir ty-seven years of age, well built and vigorous, he impresses one as 
an intelligent and willing workman. An interview with his former 
foreman confirmed the fact that his discharge was due to curtailed 
production find that ho had been industrious and faithful. If work 
picked up again the firm would like to have him back. . . 

By the middle of the summer, Brown had spent all his savings and 
had had to ask for financial help from a brother-in-law. He was de- 
termined to find an opening where he could use his skill and training, 
for he was loath to sacrifice the results of his whole working life. Dis- 
mayed by his inability to secure employment in an industrial plant, 
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in desperation he finally got a job mowing lawns. He could do this 
during the late mornings and the afternoons and thus had the early 
hours of the day in which to seek permanent work. When seen by an 
investigator he had 10 lawns to mow each week, and he thought this 
work would last until October. The small income from this source, 
with about $4 which he earned at a gas station Sundays, partially met 
the family needs. In August, Mrs. Brown, determined that her hus- 
band should not accept permanent employment which would place him 
in the r anks of the unskilled, went to work in a laundry. The children 
were left in the care of neighbors. The combined earnings of the 
Browns were close to $25 a week. They were unable to put aside any- 
thing for sickness or other emergencies. 

Tn a survey of 754 workers known to have been discharged in certain 
factories in 3 industrial centers during the 12 months preceding Sep- 
tember 1, 3928, it was found that almost half of the persons inter- 
viewed were in a position not unlike that of William Brown. The sur- 
vey included no persons unemployed for causes over which they had 
control. After a careful check of employers* records, all voluntary 
quits, and discharges for inefficiency or insubordination, were elimi- 
nated. The earnings of the group ranged from $12 to $60 a week. 
More than 20 industries were represented, the occupational lists in- 
cluding riveters, wire rollers, grinders, pipefitters, weavers, spinners, 
beltmakers, punch press operators, cement mixers, musicians, cabinet- 
makers, general workers in yards, gatetenders, general utility men, a 
draftsman. They were of all ages, 118 under 25 years of age, 77 over 
45, the majority between 21 and 45. 

Three hundred and forty four of these seven hundred and fifty-four 
workers — that is 45.5 percent — were still out of employment when in- 
terviewed late last summer. Twenty-nine of them, 3.8 percent, had for 
more than a year been unable to find permanent jobs. Sixty-three had 
been without regular work for over 8 months, and approximately one- 
third had been idle for more than 3 months. 

To exist during the months of idleness, 102 of these workers had 
taken on short-time jobs of one sort or another. One punch press 
operator, formerly employed in a metal stamping plant, found work 
now and then “simonizmg” automobiles for private owners. A former 
truckdriver, aged 33, became a telegraph messenger boy. An iron 
caster was forced to turn to selling newspapers at the age of 41. A 
skille d textile operator distributed political circulars for State pri- 
mary candidates. . . 

Tn a surprisingly large number of cases, more than two-thirds in 
fact, savings were available during the period immediately following 
discharge. Very frequently close relatives supplemented the family 
income. Here and there, though the proportion of instances was rela- 
tively small, the worker called upon the local municipal welfare de- 
partment for aid. Several cases were found where, in return for such 
aid, the unemployed worked at the municipal poor farms several days 
each week. In some cases also, private charitable organizations were 
the main source of income. 

The experiences of the fortunate workers who found permanent em- 
ployment were, in many respects, similar to those pf the workers still 
unemployed when interviewed. Getting a new job was not in any 
sense a samp le matter. Of the 410 persons who had found permanent 
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work by September 1, 9 had secured their jobs only after 11 months 
of searching. Seventy had been unemployed for 6 months or more, and 
171 for more than 3 months. Only 47 had been out of work for less 
than a month between jobs. That is to say, only 11.5 percent of the 
workers who had been able to get steady employment found it possible 
to do so within 30 days «.fter their discharge. Approximately 52 per- 
cent, on the other hand, had been forced to remain idle for more than 
a fourth of the year before getting relocated. 

Less than 10 percent of the men got their old jobs back after dis- 
charge. The lemainder were in most cases forced to take employment 
which had little or no relation to the type of work for which the indi- 
vidual concerned had been trained. Former cement workers, wire 
rollers and operators of grinding machinery were foundas countermen 
in lunchrooms. A boilerworker, and a trained cutter with 34 years of 
experience in a clothing factory, had become gasoline station attend- 
ants. One of these men had been earning $35 a week at his old job but 
after 11 months of idleness he took the filling-station job at $20. Other 
cutters had become watchmen in warehouses, timekeepers in steel 
plants, and clerks in meat markets. One licensed stationary engineer 
ultimately found a job as caretaker in a public park; an operator of a 
welding machine after 3 months of unemployment became a farm- 
hand ; and an experienced spinner took on the job of radio repairman. 
A skilled woodworker employed for many years in a piano factory, was 
miicing salves for a drug manufacturer at $20 a week. Seven of the 
men were frank to admit that after months of enforced loafing they 
had taken up bootlegging. 

Length of unemployment 





Those who found new 
employment 


Those still unemployed 
Sept. X, 1928 


Length of time unemployed 


Number of 
workers 


Cumulative 
number of 
workers 


Number of 
workers 


Cumulative 
number of 
workers 


TTnrfpr 1 month 


47 




43 




1 month to 2 months..... . - — 


6ft 


113 


40 


83 


2 months to 3 months...— ............ — 


6ft 


179 


37 


120 


3 months to 4 months.....— - 


60 


239 


34 


154 


A months to R months 


43 


282 


2ft 


180 


5 months to ft months ....... 


30 


312 


22 


202 


ft months to 7 months, ............ 


28 


340 


27 


229 


7 months to ft months ......... 


23 


363 


18 


247 


ft month's to 0 months ............ 


18 


381 


31 


27a 


O month q to 1A months ............ 


10 


391 


19 


297 


10 months to 11 months 


7 


398 


7 


304 


11 months to 12 months,, — .......... 


3 


401 


8 


312 


Ov*r 1 vPAr ............... 


ft 


407 


29 


341 


No data . 


3 


410 


3 


344 













Only 188 (45 percent of the workers who found employment) had 
been able to secure jobs in any way similar to those formerly held. 
Two-thirds of the reemployed were found in what to them were new 
industries. Not only did they have to adjust themselves to a new 
environment but also to a new type of product. 

In a majority of cases, new employment was found only at a sacri- 
fice in income. Eighteen percent of the workers when interviewed 
were eaxnms more at their newly acquired work than when last stead- 
ily employed. The larger number, however (48 percent to be exact) , 

27-419 — 65 — vol. 5 6 
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received lower wages on the new jobs than on the old. In a few cases, 
earnings were reduced as much as 50 percent. In a majority of cases, 
they ranged from 60 to 90 percent of the previous earnings. In less 
than one-third of the cases the wage rates in the new employment were 
just about equal to what the workers had received on their former 
jobs. 

It can hardly be doubted that finding a new job has become a serious 

nAklnm -Pat* flin ilicnACCDCGDrl WArli AT HVyT t.llft sVlllwl wllft do TIOfc Wdllt 




When unemployment among this class is caused by new technique or 
the substitution of machinery for human labor, the opportunities for 
finding work for which the workers have been trained become cumu- 
latively restricted. 

It is quite evident from the limited number of cases interviewed that 
no adequate machinery is available for aiding the dispossessed in find- 
ing new employment. The modem employer does not use the public 
employment exchange. By depending on the newspaper ad, he places 
the brunt of the search for employment upon the worker. Kecent 
experiences of firms which have attempted to cooperate with some of 
the public employment exchanges lead to one to sympathize with their 
attitude toward these agencies. Not until we have a widespread, co- 
ordinated employment-exchange system with an adequate, trained staff 
nan we hope to get employers to use public employment offices in meet- 
ing their labor needs. 

Earning $ of workers on new jots secured "before September 1998, as compared 
with earnings in last permanent employment 



Item 


Workers 

having 

higher 

income 


Workers 

having 

lower 

income 


Workers 

having 

same 

income 


No 

Inform'jtioii 


Vnniltfr 


97 


197 


111 


25 


(j 

9 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 


18.8 


48.0 


27.1 


6. 1 













Whether we can hope for some sort of insurance to tide the unem- 
ployed over the period of enforced idleness, yet remains to be seen. 
Perhaps the experience of the few enlightened organizations which 
have seriously attacked the problem of making provision for their un- 
employed workers will in the near future stimulate sufficient interest 
in unemployment insurance to lead to some sort of public action. 




I From “The Crisis of the Old Order,” Houghton Miffln Co., Publishers] 

CRASH 

(By Arthur M. Schuesinger, Jr.) 

But the new era knew no skepticism. _ The Nation had reached, 
it seemed, a permanent plateau of prosperity. Business was expand- 
ing. Foreign trade was growing. The stock market was con tinuing 
to rise. And national leadership could not now be in more expert or 
safer hands. “For the first time in our history,” wrote Foster and 
Catchings, “we have a President who, by technical training, engineer- 
ing achievement, cabinet experience, and grasp of economic funda- 
mentals, is qualified for business leadership.” “I have no fears for 
the future of our country,” said Herbert Hoover in his inaugural 
address in March 1929. “It is bright with hope.” ... 

There r emain ed a few discordant voices, anxious in the main over 
the stock market boom. But the President regarded agricultural 
relief and tariff revision as the more pressing questions. In the 
spring of 1929, he summoned a special session of the Congress to 
deal with these issues. The session was not a success. Hoovers agri- 
cultural program did not satisfy the farm bloc, though Congress, 
after vehement debate, adopted the President’s recommendations 
and set up a new agency, the Federal Farm Board. The Boards 
purpose was to control the flow of commodities to the market; one 
provision authorized the establishment of stabilization corporations 
as a means of controlling temporary surpluses. Then the session, 
after wrangling from April to November, adjourned without taking 

action on the tariff . . „ . , , . .. . 

Tn other respects, Hoover as President tned to apply the policies 
he had developed as Secretary of Commerce. In August 1929, he 
moved into the conservation field, proposing that the unreserved 
public lands, as well as all new reclamation projects and related 
irrigation matters, be withdrawn from national control The States, 
he said, were “more competent to manage much of these affairs than 
is the Federal Government,” and his aim was to place the local com- 
munities— and presumably the strongest interests in them— in control 
of their own natural resources. “Well,” remarked one newspaper, 
“conservation was a pretty dream while it lasted.” . 

The President’s attitude toward utilities regulation was similar. 
Certain that State regulation and private responsibility were enough, 
he had no misgivings about making the statutory appointment of 
the Secretary of War, James W. Good, the former counsel f or the 
Alabama Power Co., as head of the Federal Power Commission. 
When the Commission was reorganized in 1930, staff members whose 
zeal had irritated the utilities were discharged; one of them, the 
former solicitor of the Commission, told the press that Hoover had 
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personally intervened to prevent the rigorous application of the* 
Federal Water Power Act to the private companies. 

n 

Yet most Americans remained more interested in the stock market 
than in any other economic question; and for a few interest was now 
beginning to turn into concern. Early in 1929, the Federal Reserve* 
Board, under continuing pressure from the New York Federal 
Reserve Bank, finally consented to warn member banks that they 
should not lend money for speculative purposes. But this reliance - 
on moral suasion did not satisfy conservative members of the financial 
community, like Dr. Adolph Miller of the Board, Paul M. Warburg * 
of Kuhn, Loeb, and Russell Leffingwell of Morgan’s. Such men 
wanted the Board to slow down the boom by raising the discount 
rate to 6 percent. 

Expansionists like Foster and Catchings, however, argued that a 
restrictive policy might well induce deflation. The Board had al- 
ready, they felt, created “a state of mind which breeds depression.” 
And it was certainly true that reducing the interest rate was a clumsy 
way of combating the boom. So long as the stock market offered the 
highest returns, it was bound to have first call on funds. In the 
short run, a higher interest rate might thus slow down real invest- 
ment faster than speculation. And in the longer run, a higher in- 
terest rate would tend, through the capitalization process, to bring 
down the prices of all capital assets and thus to discourage real in- 
vestment even further. And so the debate continued through the 
spring and summer. The President, preoccupied with other issues 
and not clear in his own mind whetner he wanted to stop the easy- 
money policy, did little but watch the Board in its vacillating course. 

By the summer of 1929 some danger signs were apparent — for 
example, the startling decline in building contracts. Net investment 
for residential construction for the entire year sank to $216 million, 
over a billion dollars less than 1928. At the same time, there was 
an alarming growth in business inventories, more than trebling from 
$500 million in 1928 to $1,800 million in 1929. Concurrently, the 
rate of consumer spending was slackening; it had risen at a rate of 
7.4 percent in 1927—28 but slowed down to an inauspicious 1.5 percent 
in 1928-29. 

By midsummer 1929, these developments began to be discernible 
in production and price indexes. Industrial production reached its 
height in June and dropped off in July; employment rose till July, 
building began to fall off, and, week after week, wholesale commodity 
prices dropped with ominous regularity. In August the Federal 
Reserve Board strengthened deflationary tendencies by finally agree- 
ing to raise the discount rate to 6 percent. 

But the stock market, riding on the impetus of half a dozen years 
of steady increase, paid little attention to the indexes. Early in Sep- 
tember stock exchange price averages reached their highest point of 
all time. A. T. & T. was up to 304; General Electric up to 396, having 
more than tripled its price in 18 months. By the beginning of Octo- 
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her, brokers’ loans— an index of margin buying — topped the $6 billion 
marlr Business leaders meanwhile completed with each other in ex- 
pressions of optimism, and Washington displayed no concern. 

m 

Sept emb er saw some minor setbacks. Yet through October brokers 
looked op timis tically ahead to the moment when stocks would resume 
their upward c limb . Then on Wednesday, October 23, there was an 
unexpected and drastic break, with securities suddenly unloaded in 
■quantity, prices falling , and acute pressure on margin traders. For 
a moment, Wall Street was shaken, and the anxiety was suddenly in- 
fectious. The next day, selling orders began to stream down on the 
stock exchange in unprecedented volume, and prices took a frightening 
plung e. For a few ghastly moments the exchange saw stocks on sale 
for which there were no buyers at any price. As panic spread, the 
•exchange decided to close the visitors’ gallery; among the observers 
that mominghad been the former British Chancellor of the Exchequer, 
Winston S. Churchill. The tickers fell helplessly behind in recording 
transactions on the floor; and, as the confusion c ommuni cated ^ itself 
through the country, the instinct to unload threatened to turn into a 
frenzy. Down, down, down: how long could the market take it? 

Around noon a group of worried men gathered in the office of 
Thomas W. Lamont of Morgan’s; it included four of New York’s 
great bankers (among them, Charles E. Mitchell of the National City 
Bank and Albert H. Wiggm of the Chase). Each was prepared to 
-contribute $40 million on behalf of their banks to bolster the market. 
An hour or so later Bichard Whitney, a broker for Morgan’s and vice 
president of the exchange, walked onto the floor to hid 205 for 25,000 
shares of TJ.S. Steel, then available at 193%. For a moment , backed 
by the hankers’ pool, stability seemed to return. 

The next day came a torrent of reassuring statements — from bank- 
ers, from economists, from the Treasury Department, above all, from 
the White House itself. “The fundamental business of the country,” 
said President Hoover, “that is, production and distribution of com- 
modities, is on a sound and prosperous basis.” And, as prices held 
for the rest of the week, the bankers quietly fed back into the market 
the stocks they had bought on Black Thursday, strengthening their 
•own position against further storms. (Whitney had not even bought 
the United States Steel stock; the gesture of bidding was enough.) 

The weekend gave the forces of fear and liquidation time to do 
their work. As the hanks had protected themselves against the 
brokers, so the brokers now sought to protect themselves against 
their customers, and especially against those they were carrying on 
the margin. The result on Monday was a new outburst of forced 
sales, a new explosion of gloom and panic. On that day alone, Gen- 
eral Motors stock lost nearly $2 billion in paper value. The market 
-closed with foreboding. The next day the exchange had barely 
opened when the rout Degan. Soon it was like an avalanche, vast 
numbers rushing to get out of the market with whatever could be 
salvaged from tie general debacle. Brokers sold stock at any price 
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they could get By noon 8 irnlfion shares had changed hands: by 
pinging jjEQBg the exchang e lad IndsBu aM records ni& sn snjpraoe- 
dented 16 minion shares. Hu ring the, diy, die gnenosos te 
exchange had called a me eting , crowding unto a sedtnded office, aSfeg 
and standing on tables, lighting cigarettes and mmwnsSy dfeeaunffiig 
them till fly mnm to stale noth smob- Most wanted to dose the 
exchang e. But the governors ded ded that it most be kqjtfc ©pem. 

For a moment October 30 — A’Tednesdiy — hyOTgbfc aea hope. Tine 
ne wspapers were once again ^lasterod with optiirnsxn: Be. JisHhhb Klein, 
the Pr esident ’s persona! economic soothsayer, John B_ Bonbefi dBar, 
John J. Baskob, all beamed with confidence abaot tflae fattinte. As 
prices steadied, Bichaid Whitney took adrantage of Sine interim! 
of calm to anno rnine that the exchange would be open ©rdy brieffiy 
on Thursday and not at ad for the rest ©f the wedk. Bait She ffidter- 
ing hope of stabilization turned out to the ifinal df^nsrorn, Variety 
summed it up in the headline. of its nsae cm October 30: “Wall SL 
Lays an Egg." 

When the exchange reopened the neat week, She dommwaid grind 
resumed, leaving in its wake a trail of exploded values. By Mod- 
Xovember the financial oonmmniiy began to survey She wreckage. 
Tn a few in cr edible weeks, the stocks listed cm She Her Ted Ex- 
change had fallen over 40 percent in valne-ya, E e ro an piper of $36 
billion. The new era had come to its dSsn 
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while holdin g down wages and iraw matBral! prices meant flhaif w%g5ans 
and farmers were denied the benefits of increases in Shear ©wm 
ductility. Thecoin3egnenre was1hB3Sitoire!(&dEne©firaeB] 
ing power. As goods Hawed out of She c a pSl aJ i m 

ever greater quantities, there was propartaacasfiSy less and fa cadb 
in the hands of bny ers tn ( Carr y the, gnn^iidf tb^. iwMiSbriL llaptBa® 
of income distribution, in s&srt, was incapable of king anjamiiig 
prosperity. 

(2) Seven years of fixed cajntail investment jaSt high raftes Bad 
“overbniltP prednetire capacity ((in teinKcf esBife^raraariSy So corn- 
some) and had thus sa frn rate d the economy. He ^hmsrag of the 
aut omo tive and building industries was synqfanoaiR. He exifftiiag 
rate of capital formation ©andd not be sustained mhhoaafc dUferemt 
go v er nmental policies — -policies aimed not st b&jpimg those who had 

: money ftm those wha 
lit _ 
gains of 

technology meant the tendenc y to use excess jmcamy for speendiSioB, 

transforming the, sto rk errrhang r from asH rurhire anarkgft TTfflp a gann- 
ing house. 

(4) Hie stock market crash completed the debacle. After Ebdt 
Thmsday. what rule was safe exc ept enn peritf 5 ’ And lws- 

nesana i, in hying tn ana tharoelng, conH <m!ly m&lSi5f fe.i JflB 
in frying tn avoid the wnrA, they Tendered the wiaat ineidtaillBR. By 
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dsattering anfifate^ the crash knocked out any hope of automatic 

IKOfHJ. 

(5) In sum, the Federal Government had encouraged tax policies 
that coBtrffcgfccd to oversaving,, monetary policies that were expansive 
'^ehi prices were rising and deflationary when prices began to fall, 
Itariff policies that left foreign loons as die only prop for the export 
trade,, and policies toward monopoly which fostered economic con- 
cailzation, mtzodaoed rigidity into the markets and anaesthetized the 
{rise si stem. Eepresentiiig the b usinessmen, th e Federal Govern- 

- -r At _ ■* „ - t t w . * m i i • 



i n come^ b^twem the increase in wages and die increase in productivity. 
JSgpgf arai ing the financiers, it had ignored irresponsible practices in 
the securities market. Bepresendng the bankers, it bad ignored the 
weight of private debt and the profound structural weaknesses in the 
banking and financial system. Seeing all problems from the view- 
jwffiiit of imsinesH^ it had mistaken die class interest for die national 
interest. The result was bo th class and national disaster. 




[From “Only Yesterday,” Harper & Bros* Publishers] 

CRASH 

(By Frederick Lewis Allen) 

Early in September the stock market broke. It quickly recovered, 
kowever; indeed, on September 19 the averages as compiled by the 
New York Times readied an even higher level than that of September 
3. Once more it dipped, farther and faster, until by October 4 the 
prices of a good many stocks had coasted to what seemed farst-class 
bargain levels. Steel, for example, after having touched 261% a few 
weeks earlier, had dropped as low as 204; American Can, at the closing 
on October A was nearly 20 points below its high for the year; General 
Electric was over 50 points below its h i gh ; Radio had gone down from 

A oad break, to be sure, but there had been other bad breaks, and the 




flL UiCJ 1IOU XJ “ . - — . , 

May of 1929: when there was a break it was a good time to buy. .In the 
face of all this tremendous liquidation, brokers’ loans as compiled bv 
the Federal Reserve Bank of New York mounted to a new high record 
on October 2, reaching $6,804 million— a sure sign that margin buyers 
were not deserting the market but c omin g into it in numbers at least 
undiminished. (Part of the increase in the loan figure was probably 
due to the piling up of unsold securities in dealers’ hands, as the spawn- 
ing of investment trusts and the issue of new common stock by eveiy 
manner of business concern continued unabated.) History, it seemed, 
was about to repeat itself, and those who picked up Anaconda at 109% 
or American Telephone at 281 would count themselves wise mvestors. 
And sure enough, prices once more began to climb. They had already 
turned upward before that Sunday in early October when Ramsay 
MacDonald sat on a log with Herbert Hoover at the Rapidan camp 
and talked over the prospects for naval limitation and peace. 

S omething was wrong, however. The decline began once more. 
The wiseacres of Wall Street, looking about for causes, fixed upon the 
collapse of the Hatry financing group in England (which had led to 
much forced selling among foreign mvestors and speculators), and 
upon the bold refusal of the Massachusetts Department of Public 
Utilities to allow the Edison Co. of Boston to split up its stock. They 
pointed, too. to the fact that the steel industry was undoubtedly slip- 
ping, and to the accumulation of “undigested” securities. But there 
was little real alarm until the week of October 21. The consensus of 

S * lion, in the meantime, was merely that the equinoctial storm of 
tember had not quite blown over. The market was readjusting it- 
into a “more secure technical position.” 
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SECTION 2 

In view of what was about to happen, it is enlightening to recall 
how things looked at this juncture to the financial prophets, those 
gentlemen whose wizardly reputations were based upon their supposed 
ability to examine a set of graphs brought to them by a statistician 
and discover, from the relation of curve to curve and index to index,, 
whether things were going to get better or worse. Their opinions 
differed, of course; there never has been a moment when the best 
financial opinion was unanimous. In examining these opinions, and 
the outgivings of eminent bankers, it must furthermore be acknowl- 
edged that a bullish statement cannot always be taken at its face 
value : few men like to assume the responsibility of spreading alarm by 
making dire predictions, nor is a banker with unsold securities on his 
hands likely to say anything which will make it more difficult to dis- 
pose of them, unquiet as his private mind may be. Finally, one must 
admit that prophecy is at best the most hazardous of occupations. 
Nevertheless, the general state of financial opinion in October 192$ 
makes an instructive contrast with that in February and March 1928, 
when, as we have seen, the skies had not appeared any too bright. 

Some forecasters, to be sure, were so unconventional as to counsel 
caution. Roger W. Babson, an investment adviser who had not always 
been highly regarded in the inner circles of Wall Street, especially 
since he had for a long time been warning his clients of future trouble, 
predicted, early in September, a decline of 60 or 80 points in the aver- 
ages. On October 7 the Standard Trade & Securities Service of the 
Standard Statistics Co. advised its clients to pursue an “ultraconserva- 
tive policy,” and ventured this prediction: “We remain of the opinion 
that, over the next few months, the trend of common stock prices will 
be toward lower levels.” Poor’s Weekly Business and Investment Let- 
ter spoke its mind on the “great common stock delusion” and predicted 
“further liquidation in stocks.” Among the big bankers, Paul M. War- 
burg had shown months before this that he was alive to the dangers 
of the situation. These commentators — along with others such as the 
editor of the Commercial and Financial Chronicle and the financial 
editor of the New York Times — would appear to deserve the 1929' 
gold medals for foresight. 

But if ever such medals were actually awarded, a goodly number 
of leather ones would have to be distributed at the same time. Not 
necessarily to the Harvard Economic Society, Although on October 19, 
after having explained that business was “facing another period of 
readjustment,” it predicted that “if recession should threaten serious 
consequences for business (as is not indicated at present) there is little 
doubt that the Reserve System would take steps to ease the money 
market and so check the movement.” The Harvard soothsayers 
proved themselves quite fallible: as late as October 26, after the first 
wide-open crack in the stock market, they delivered the cheerful judg- 
ment that “despite its severity, we believe that the dump in stock prices 
will prove an intermediate movement and not the precursor of a busi- 
ness depression such as would entail prolonged further liquidation.” 
This judgment turned out, of course, to be ludicrously wrong; but, on 
the other hand, the Harvard Economic Society was far from being 
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really bullish. Nor would Col. Leonard P. Ayres, of the Cleveland 
Trust Co. get one of the leather medals. He almost qualified when, on 
October 15, he delivered himself of the judgment that there does not 

seem to be as yet much real evidence that t a ■ . ^ |1 

likely to forecast a serious recession in general business. Respite the 
lowing down in iron and steel production, in automobile output, ana 
in building, the conditions which result in serious business depressions 
are not present.” But the skies, as Colonel Ayres saw than, were at 
least partly cloudy. “It seems probable,” he said, ‘that stocks have 
been passing not so much from the strong to the weak as from the 

smart to the dumb.” . ... T ,, 

Prof. Irving Fisher, however, was more optimistic. In the news- 
papers of October IT he was reported as telling the Purchasing Agents 
Association that stock prices had reached u what looks like a perma- 
nently high plateau.” He expected to see the stock market, within a 
few months, “a good deal higher than it is today.” On the very eve of 
the panic of October 24 he was further quoted as expecting a recovery 
in prices. Only 2 days before the panic, the Boston News Bureau 
quoted R. W. McNeel, director of McNeers Financial Service, as sus- 
pecting “that some pretty intelligent people are now buying stocks. 
“Unless we are to have a panic— which no one seriously believes— 
stocks have hit bottom,” said Mr. McNeel. And as for Charles hi. 
Mitchell, chairman of the great National City Bank of New York, he 
continuously and enthusiastically radiated sunshine. Early m Oc- 
tober, Mr. Mitchell was positive that, despite the stock market break, 
“The industrial situation of the United States is absolutely sound and 
our credit situation is in no way critical. * * * The interest given by 
the public to brokers’ loans is always exaggerated,” he added. Alto- 
gether too much attention is paid to it.” A few days later Mr. Mitchell 
spoke again : “Although in some cases speculation has gone too far in 
the United States, the markets generally are now m a healthy condi- 
tion. The last 6 weeks have done an immense amount of good by 
shaking down prices. * * * The market values have a sound basis in 
the general prosperity of our country.” Finally, on October 22, 2 
days before the panic, he arrived in the United States from a abort 
trip to Europe with these reassuring words: “I know of nothing 
fundamentally wrong with the stock market or with the underlying 
business and credit structure. * * * The public is suffering from 

‘brokers’ loanitis.’ ” ...... 

Nor was Mr. Mitchell by any means alone in his opinions. To tell 
the truth, the chief difference between him and the rest of the financial 
community was that he made more noise. One of the most dis- 
languished bankers in the United States, in closing a deal in the early 
autumn of 1929, said privately that he saw not a. cloud in the sky. 
Habitual bulls like Arthur Cutten were, of course, insisting that they 
were “still bullish.” And the general run of traders presumably en- 
dorsed the view attributed to “one large house” in mid-October m the 
Boston News Bureau’s “Broad Street Gossip,” that “the recent break 
makes a firm foundation for a big bull market in the last quarter of the 
year.” There is no doubt that a great many speculators who had 
looked upon the midsummer prices as too high were now deciding 
that deflation had been effected and were buying again. Presumably 
most finan cial opinion agreed also with the further statement which 
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appeared in the “Broad Street Gossip” column on October 16, that 
“business is now too big and diversified, and the country too rich, to 
be influenced by stock market fluctuations”; and with the editorial 
opinion of the News Bureau, on October 19, that “whatever recessions 
(m business) are noted, are those of the runner catching his breath. 
+ * * The general condition is satisfactory and fundamentally 
sound.” 

The disaster which was impending was destined to be as bewildering 
and frightening to the rich and powerful and the customarily saga- 
cious as to the foolish and unwary holder of 50 shares of margin stock. 



SECTION 3 



The expected recovery in the stock market did not come. It seemed 
to be beginning on Tuesday, October 22, but the gains made during 
the day were largely lost during the last hour. And on Wednesday, 
the 23d, there was a perfect Niagara of liquidation. The volume of 
trading was over 6 million shares, the tape was 104 minutes late when 
the 3 o’clock gong ended trading for the day, and the New York Times 
averages for 50 leading railroad and industrial stocks lost 18.24 

{ joints — a loss which made the most abrupt declines in previous breaks 
ook small. Everybody realized that an unprecedented number of 
margin calls must he on their way to insecurely margined traders, and 
that the situation at last was getting serious. But perhaps the turn 
would come tomorrow. Already the break had carried prices down 
a good deal further than the previous breaks of the past 2 years. 
Surely it could not go on much longer. 

The next day was Thursday, October 24. 

On that momentous day stocks opened moderately steady in price, 
but in enormous volume. Kennecott appeared on the tape in a block 
of 20,000 shares, General Motors in another of the same amount. Al- 
most at once the ticker tape began to lag behind the trading on the 
floor. The pressure of selling orders was disconcertingly heavy. 
Prices were going down * * *. Presently they were going down 
with some rapidity * * *. Before the first hour of trading was over, 
it was already apparent that they were going down with an altogether 
unprecedented and amazing violence. In brokers’ officers all over the 
country, tape watchers looked at one another in astonishment and per- 
plexity. Where on earth was this torrent of selling orders coming 
from? 



The exact answer to this question will probably never be known. 
But it seems probable that the principal cause of the break in prices 
during that first hour on October 24 was not fear. Nor was it short 
selling. It was forced selling. It was the dumping on the market of 
hundreds of thousands of shares of stock held in the name of miserable 
traders whose margins were exhausted or about to be exhausted. The 
gigantic edifice of prices was honeycombed with speculative credit 
and was now breaking under its own weight. 

Fear, however, did not long delay its coming. As the price struc- 
ture crumbled there was a sudden stampede to get out from under. 
By 11 o’clock traders on the floor of the stock exchange were in a wild 
scramble to “sell at the market.” Long before the lagging ticker 
could tell what was happening, word had gone out by telephone and 
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telegraph that the bottom was dropping out of things, and the selling 
orders redoubled in volume. The leading stocks were going down 
2, 3, and even 5 points between sales. Down, down, down 
Where Were the bargain hunters who were supposed to come 
■to the rescue at times like this? Where were the investment trusts,- 
which were expected to provide a cushion for the market by makmg 
new purchases at low prices? Where were the big operators who had 
declared that they were still bullish? Where were the powerful bank- 
ers who were supposed to be able at any moment to support prices* 
■There seemed to be no support whatever. Down, down, down, ine- 
roar of voices which rose from the floor of the exchange had become 

a roar of panic. _ , . 

United States Steel had opened at 205%. It crashed through 200 
and presently was at 193%. General Electric, which only a few weexs- 
before had been selling above 400, had opened this morning at 315- 
now it had slid to 283. Things were even worse with Radio : : openings 
at 68%, it had gone dismally down through the sixties and the fifties 
and forties to the abysmal price of 44%. And as for Montgomery 
Ward, vehicle of the hopes of thousands who saw the chainstore as- 
the harbinger of the new economic era, it had dropped headlong from 
83 to 50. In the space of 2 short hours, dozens of stocks lost ground 
which it had required many months of the bull market to gain. 

Even this sudden decline in values might not have been utterly 
terrifying if people could have known precisely what was happening 
at any moment. It is the unknown which causes real panic. 

Suppose a man walked into a broker’s branch office between 12 and 
1 o’clock on October 24 to see how things were faring. First he 
glanced at the big board, covering one wall of the room, on which the- 
day’s prices for the leading stocks were supposed to be recorded. 
The low and last figures written there took his breath away, but 
soon he was aware that they were unreliable ; even with the wildest 
scrambling, the boys who slapped into place the cards which recorded 
the last prices shown on the ticker could/not keep up with the changes; 
they were too numerous and abrupt. He turned to the s hining screen 
across which ran an uninterrupted procession of figures from the 
ticker. Ordinarily the practiced tape watcher could tell from a mo- 
ment’s glance at the screen how things were faring, even though the 
exchange now omitted all but the final digit of each quotation. . A 
glance at the board, if not his own memory, supplied the missing 
digits. But today, when he saw a run of symbols and figures like 

R WX 

6.5%.5.4 9.8%%%%.8.7%.7 . 

he could not be sure whether the price of “6” shown for Radio meant 
66 or 56 or 46; whether Westinghouse was sliding from 189 to 187 
or from 179 to 177. And presently he heard that the ticker was an 
hour and a half late; at 1 o’clock it was recording thepnces of half 
past 11. All this that he saw was ancient history. What was hap- 
pening on the floor now ? . _ 

AtlO-minute intervals the bond ticker over in the corner would 
hammer off a list of selected prices direct from the floor, and a brokers 
clerk would grab the uncoiling sheet of paper and shear it off with 
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:a pair of scissors and read the figures aloud in a mumbling expression- 
less monotone to the white-faced men who occupied every seat on the 
floor and stood packed at the rear of the room. The prices which 
he read out were ten or a dozen or more points below those recorded 
on the ticker. What about the stocks not included in that select list! 
There was no way of finding out. The telephone lines were clogged 
:as inquiries and orders from all over the country converged upon the 
stock exchange. Once in a while a voice would come barking out of 
the broker’s rear office where a frantic clerk was struggling for a 
telephone connection, “Steel at 96!” Small comfort, nowever, to 
know what steel was doing; the men outside were desperately in- 
volved in many another stock than steel ; they were almost completely 
in the dark, and their imaginations had free play. If they put in 
an order to buy or to sell, it was impossible to find out what became 
of it. The exchange’s whole system for the recording of current prices 
and for communicating orders was hopelessly unable to cope with the 
•emergency, and the sequel was an epidemic of fright. 

In that broker’s office, as in hundreds of other offices from one end 
of the land to the other, one saw men looking defeat in the face. One 
•of them was slowly walking up and down, mechanically tearing a 
piece of paper into tiny and still tinier fragments. Another was 
grinning shamefacedly, as a small boy giggles at a funeral. An- 
other was abjectly beseeching a clerk for the latest news of American 
& Foreign Power. And still another was sitting motionless, as if 
stunned, his eyes fixed blindly upon the moving figures on the screen, 
those innocent-looking figures that meant the smasnup of the hopes of 
years * * *. 

G.L. 8.7.5.2.1.90.89.7.6. AW. 

3.2% .2. JMP. 6.5.3.2y 2 

A few minutes after noon, some of the more alert members of a 
•crowd which had collected on the street outside the stock exchange, 
expecting they knew not what, recognized Charles E. Mitchell, erst- 
while defender of the bull market, slipping quietly into the offices 
of J. P. Morgan & Co. on the opposite comer. It was scarcely more 
-than 9 years since the House of Morgan had been pitted with the 
shrapnel fire of the Wall Street explosion; now its occupants faced 
a different sort of calamity equally near at hand. Mr. Mitchell was 
followed shortly by Albert H. Wiggin, head of the Chase National 
Hank; William Potter, head of the Guaranty Trust Co.; and Seward 
Prosser, head of the Bankers Trust Co. They had come to confer 
with Thomas W. Lamont of the Morgan firm. In the space of a few 
minutes these five men, with George F. Baker, Jr., of the First Na- 
tional Bank, agreed in behalf of their respective institutions to put 
up $40 million apiece to shore up the stock market. The object of 
the $240 million pool thus formed, as explained subsequently by Mr. 
Lamont, was not to hold prices at any given level, but simply to make 
such purchases as were necessary to keep trading on an orderly basis. 
Their first action, they decided, would be to try to steady the prices 
of the leading securities which served as bellwethers for the list as a 
whole. It was a dangerous plan, for with hysteria spreading there 
was no telling what sort of debacle might be impending. But this 
was no time for any action but the boldest. 
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The bankers separated. Mr. Lamont faced a gathering of reporters 
in the Morgan offices. His face was grave, buthis words were sooth- 
ing. His first sentence alone was one of the most remarkable under- 
statements of all time. “There has been a little distress selling on 
the stock exchange,” said he, “and we have held a meeti ng o f the- 
lieads of several financial institutions to discuss the situation. We have 
found that there are no houses in difficulty and reports from brokers 
indicate that margins are being maintained satisfactorily.” He went 
on to explain that what had happened was due to a “technical condi- 
tion of the market” rather than to any fundamental cause. 

As the news that the bankers were meeting circulated on the floor 
of the exchange, prices began to steady. Soon a brisk rally set in. 
Steel jumped Back to the level at which it had opened that morning. 
But the bankers had more to offer the dying bull market than a Mor- 
gan partner’s best bedside manner. 

At about half -past 1 o’clock Bichard Whitney, vice president of 
the exchange, who usually acted as floor broker for the Morgan inter- 
ests, went mto the “steel crowd” and put in a bid of 205 — the price 
of the last previous sale — for 10,000 shares of Steel. He bought only 
200 shares and left the remainder of the order with the specialist. 
Mr. Whitney then went to various other points on the floor, and of- 
fered the price of the last previous sale for 10,000 shares or each of 
15 or 20 other stocks, reporting what was sold to him at that price 
and leaving the remainder of the order with the specialist. In snort, 
within the space of a few minutes Mr. Whitney offered to purchase 
something in the neighborhood of $20 or $30 million worth of stock. 
Purchases of this magnitude are not undertaken by Tom, Dick, and 
Harry; it was clear that Mr. Whitney represented the bankers’ pool. 

The desperate remedy worked. The semblance of confidence re- 
turned. Prices held steady for a while; and though many of them 
slid off once more in the final hour, the net results for the day might 
well have been worse. Steel actually closed two points higher than 
on Wednesday, and the net losses of most of the other leading securi- 
ties amounted to less than 10 points apiece for the whole day’s trading.. 

All the same, it had been a frightful day. At 7. o’clock that night 
the tickers in a thousand brokers’ offices were still chattering; not 
till after 7 :08 did they finally record the last sale made on the floor 
at 3 o’clock. The volume of trading had set a new record— -12.804,650 
shares. (“The time may come when we shall see a 5-million-share 
day,” the wisemen of the Street had been saying 20 months before.) 
Incredible rumors had spread wildly during the early afternoon — 
that 11 speculators had committed suicide, that the Buffalo and Chi- 
cago exchanges had been closed, that troops were guarding the New 
York Stock Exchange against an angry mob. The country had 
known the bitter taste of panic. And although the bankers’ pool, 
had prevented for the moment an utter collapse, there was no gain- 
saying the fact that the economic structure had cracked wide open.. 

SECTION 4 

Things looked somewhat better on Friday and Saturday. Trading 
was stS on an enormous scale, but prices for the most part held. At 
the very moment when the bankers* pool was cautiously disposing of 
as much as possible of the stock which it had accumulated on Thursday 
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and was thus preparing for future emergencies, traders who had sold 
out higher up were coming back into the market again with new 
purchases, in the hope that the bottom had been reached. (Hadn’t 
they often been told that “the time to buy is when things look black- 
est”?) The newspapers carried a very pretty series of reassuring 
statements from the occupants of the seats of the mighty; Herbert 
Hoover himself, in a White House statement, pointed out that “the 
f undam ental business of the country — that is, production and distribu- 
tion of commodities — is on a sound and prosperous basis.” _ But toward 
the close of Saturday’s session prices began to slip again. And on 
Monday the rout was underway once more. 

The losses registered on Monday were terrific — 17% points for steel, 
47% for General Electric, 36 for Allied Chemical, 34% for Westing- 
house, and so on down a long and dismal list. All Saturday afternoon 
and Saturday night and Sunday the brokers had been struggling to 
post their records and go over their customers’ accounts ana sent out 
calls for further margin, and another avalanche of forced selling 
resulted. The prices at which Mr. Whitney’s purchases had steadied 
the leading stocks on Thursday were so readily broken through that 
it was immediately clear that the bankers’ pool had made a strategic 
retreat. As a matter of fact, the brokers who represented the pool 
were having their hands full plugging up the “air holes”in the list — 
in other words, buying stocks which were offered for sale without any 
bids at all in sight. Nothing more than this could have been accom- 
plished, even if it could have been wisely attempted. Even six great 
banks could hardly stem the flow of liquidation rrom the entire United 
States. They could only guide it a little, check it momentarily here 
and there. 

Once more the ticker dropped ridiculously far behind, the lights in 
the brokers’ offices and the banks burned tiU dawn, and the telegraph 
companies distributed thousands of margin calls and requests for more 
collateral to back up loans at the banks. Bankers, brokers, clerks, mes- 
sengers were almost at the end of their strength; for days and nights 
they had been driving themselves to keep pace with the most terrific 
volume of business that had ever descended upon them. It did not 
seem as if they could stand it much longer. But the worst was still 
ahead. It came the next day, Tuesday^ October 29. 

The big gong had hardly sounded in the great hall of the exchange 
at 10 o’clock Tuesday morning before the storm brc& in full force. 
Huge blocks of stock were thrown upon the market for what they would 
bring; 5,000 shares, 10,000 shares appeared at a time on the laboring 
ticker at fearful recessions in price. Not only were innumerable small 
traders being sold out, but big ones, too, protagonists of the new eco- 
nomic era who a few weeks before had counted themselves millionaires. 
Again and again the specialist in a stock would find himself surrounded 
by brokers fighting to sell — and nobody at all even thinking of buying. 
To give one single example : During the bull market the common stock 
of the White Sewing Machine Co. had gone as high as 48; on 
Monday, October 28, it had closed at 11%. On that black Tuesday, 
somebody— a clever messenger boy for the exchange, it was rumored — 
had the bright idea of putting in an order to buy at 1 — and in the tem- 
porarily complete absence of other bids he actually got his stock for 
a dollar a share. The scene on the floor was chaotic. Despite the 
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jamming of the communication system, orders to buy and sell— mostly 
to sell— came in faster than human beings could possibly handle them; 
it was on that day that an exhausted broker, at the close of the session, 
found a large wastebasket which he had stuffed with orders to be 
executed ana had carefully set aside for safekeeping-^and then had 
completely forgotten. Within half an hour of the opening the volume 
of trading baa passed 3 million shares, by 10 o clock it had passed 8 
million, by half past one it had passed 12 million, and when the closing 
gong brou ght tne day’s madness to an end the gigantic record of 
16,410,030 shares had been set. Toward the close there was a rally, 
but by that, time the average prices of 50 leading stocks, as compiled 
by the New York Times, had fallen nearly 40 points. Meanwhile there 
was a near panic in other markets — the foreign stock exchanges, the 
lesser American exchanges, the grain market. 

So complete was the demoralization of the stock market and so 
exhausted were the brokers and their staffs and the stock exchange 
employees, that at noon that day, when the panic was at its worst, the 
governing committee met quietly to decide whether or not to close the 
exchange. To quote from an address made some months later by 
Bichard Whitney : “In order not to give occasion for alarming nnnors, 
this meeting was not held in the governing committee room but in the 
office of the president of the Stock Clearing Corp. directly beneath the 
stock exchange floor. * * * The 40 governors came to the meeting in 
groups of 2 and 3 as unobstrusively as possible. The office they met m 
was never designed for large meetings of this sort, with the result that 
most of the governors were compelled to stand, or to sit on tables. As 
the meeting progressed, panic was raging overhead on the floor. 

The feeling of those present was revealed by their habit of continually 
lighting cigarettes, taking a puff or two, putting them out and light- 
ing new ones — a practice which soon made the narrow room blue 
wfth smoke. * * *” Two of the Morgan partners were invited to the 
meeting and, attempting to slip into the building unnoticed so as not 
to start a new flock of rumors, were refused admittance by one of the 
guards and had to remain outside until rescued by a member of the 
governing co mmitt ee. After some deliberation, the governors finally 
decided not to close the exchange. , 

It was a critical day for the banks, that Tuesday the 29th. Many of 
the corporations which had so cheerfully loaned money to brokers 
through the banks in order to obtain interest at 8 or 9 percent were now 
clamoring to have these loans called — and the banks were faced with a 
choice between taking over the loans themselves and running the nsk of 
precipitating further ruin. It was no laughing matter to assume the 
responsibility of millions of dollars’ worth of loans secured by collat- 
eral which by the end of the day might prove to have dropped to a 
fraction of its former value. That the call money rate never rose above 
6 percent that day, that a money panic was not added to the stock 
panic, and that several Wall Street institutions did not go down into 
immediate bankruptcy, was due largely to the nerve shown by a few 
bankers in stepping into the. breach. The story is told of one banker 
who went gr imly on authorizing the taking over of loan after loan 
until one of his subordinate officers came in with a white face and told 
him that the bank was insolvent. “I dare say,’’ said the banker, and 
went ahead unmoved. He knew that if he cud not, more than one 
concern would face insolvency. 
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Tbs next day— Wednesday, October 30 — the outlook suddenly and 
providentially brightened. The directors of the Steel Corp. bad de- 
clared an extra dividend; the directors of the American Gan Go. bad 
not only declared an extra dividend, but bad raised the regular divi- 
dend.^ There was another flood of reassuring statements — thongh 
by this time a cheerful statement from a financie r fell upon somewhat 
skeptical ears. Julius Klein, Mr. Hoover’s Assistant Secretary of 
Commerce, composed a rhapsody on continued prosperity. John J. 
Baskob declared that stocks were at bargain prices and that he and 
his friends were buying. John D. Rockefeller poured Standard Oil 
upon the waters: "Believing that fundamental conditions of the coun- 
try are sound and that there is nothing in the b usiness situation to 
warrant the destruction of values that has taken place on the exchanges 
during the past week, my son and 1 have for some days been purchasing 
sound common stocks.” Better still, prices rose — steadily and buoy- 
antly. Now at last the time had come when the strain on the exchange 
could be relieved without causing undue alarm. At 1:40 o’clock: Vice 
President Whitney announced from the rostrum that the exchange 
would not open until noon the following day and would remain closed 
.all day Friday and Saturday — and to his immense relief the announce- 
ment was greeted, not with renewed panic, but with a cheer. 

Throughout Thursday’s short session the recovery continued. Prices 
gyrated wildly — for who could arrive at a reasonable idea of what a 
given stock was worth, now that all settled standards of value had been 
upset?— but the worst of the storm seemed to have blown over. The 
financial community breathed more easily; now they could have a 
chance to set their houses in order. 

It was true that the worst of the panic was past. But not the worst 
prices. There was too much forced liquidation still to come as brokers’ 
accounts were gradually straightened out, as banks called for more 
coll ateral, and terror was renewed. The next week, in a series of short 
sessions, the tide of prices receded once more — until at last on Novem- 
ber 13 the bottom prices for the year 1929 were reached. Beside the 
figures hung up in the sunny days of September they mafia a tragic 
showing: 
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The New York Times averages for 50 leading stocks had been almost 
cut in half, falling from a high of 311.90 in September to a low of 
164.43 on November 13; and the Times averages for 25 leading indus- 
trials had fared still worse, divi&g from 469.49 to 220.95. 
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The big boH market was dead- BilBtxsof daDms" ww^ 
its — and paper profits — bad disappeared. The gratae,, djeTraflor 
deanec, and the seamstress had Tost their capital. Xneroay towml fflgne 
were *«ni1ii>« windi bad suddenly dragged fam g^owy attn imce into 
de bt Investors who had dreamed of ^ fe ri ii M i aies 

now fonnd themselves back at 

road to riches. D^ r by dj^theneiR5p®pEK>pEin!tidtfhBgp5in.ii!|icirts 

of suicides. _ 
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GEram “Smee TesterSty^ Harper t Row, Publishers, Iiic.J 

BLACK DEPRESSION 
(Br Fmainx Lewis Allen) 

gfcaristies are Maodfess things. 

T© say Brcrm.gr tfr<» year 1932- the erndist year of the depression, 

tlW. avasge number of unemployed people in. the country was 12% 
BmHSatn by the estimates of the National Industrial Conference Board, 
sl over 13 mTWhvrr fey the estimates of the American Federation 



TXFT^mpT^y mgrdt im various ways) anywhere from 8% to IT miUion-^to 
say this is t© gwe no Irving Impression of the jobless men going from 
to d&ie or from fedrery gate to factory gate; of the dishearten- 
ing; jhaw ntafellfty of the phrase, “■’Well let you know if anything shows 
Tc^r'z pfimm ffiTirnfefiTg- the want adsin cold t enement s, spending fruit- 
fa hours,, day after day and week after week, in the sidewalk crowds 
Refuse the anploymait offices; using up the money in the savings bank, 
©m tlb ir life ijisiiirtLiLcey selli n g wlintever possessions could 
l m arid, harr ow ing fetH^ relatives less and less able to lend, tasting the 
IsMe nnem of inad^uacy, and at last swallowing their pride and going 
to appfy for relief— If there was any to be got. (Relief money was 
searce. foe gfearitaMe organizations were hard beset and cities and 
towns had eti&aa used up their available funds or were on the point 



A few sfcrti^fe»T fects and estimates are necessary, however, to an 
Tnw l M fit-n ’rdfetg- of tl» scope and impact of the depression. For ex- 
ample! . . . , . 

4 tTftPr<nrigrfe ftfegi gnrrfflTrrfc of money paid out in interest during the year 
1§§3 was only 35 percent less than in 1929, according to the computa- 
tions of Dr. Simon Knznets for the National Bureau of Economic Re- 
search, on the other hand the amount of money paid out in salaries 
had dropped 4© percent, dividends had dropped 56.6 percent, and 
waees had dr op p ed 6® percent. (Thus had the debt structure re- 
imJ esanpaiafiivdy rigid while other dements in the economy were 



Xfc> not imagine, however, that the continuation of interest payments 
«>7 tJ t^ae, par tial con rinnatugii of dividend payments meant that business 
as a whSe was mafemg money. Bnsmeas as a whole lost between $5 
and £6 taHam in 1932. (The Government figure for all the corpora- 
tions in the country— 451^0© of than— was a net deficit of $5,640 
mSHfam.) To fee sue. most of the larger and better managed com- 
panies. did mrEfffe better than that. E. I>. Kennedy's figures for the 
§6® cMna n n s whose earnings were tabulated by Standard Statistics — 
BDoeBfy big' gcss whose stock was active on the stock exchange — show 
that these 96® leaders had a collective profit of over a third of a billion. 
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Yet one must add that “better managed” is here used in a special sense. 
Not only had laboisaving devices and speedups increased the output 
per man-hour in manufacturing industries by an estimated 18 percent 
1929, but employees had been laid off in quantity. Every time 
one of the giants of industry, to keep its financial head above water, 
threw off a new group of workers, many little corporations roundabout 
sank further into the red. 

While existing businesses shrank, new ones were not being under- 
taken. The total of domestic corporate issues— issues of securities 
floated to provide capital for American corporations— had dropped in 
1932 to just about one twenty-fourth of the 1929 figure. 

But these cold statistics give us little sense of the human realities of 
the economic paralysis of 1932. Let us try another approach. 

Walking through an American city, you might find few signs of the 
depression viable— or at least conspicuous— to the casual eye. You 
might notice that a great many shops were untenanted, with dusty 

plate-glass windows and signs indicating that they were ready to lease; 

that few factory chimneys were smoking; that the streets were not so 
crowded with trucks as in earlier years, that there was no uproar of 
riveters to assail the ear, that beggars and panhandlers were on the 
sidewalks in unprecedented numbers (in the Park Avenue district of 
New York a man might be asked for money 4 or 5 times in a 10-block 
walk). Trav eling by railroad, you might notice that the trains were 
shorter, the Pullman cars fewer— and that fewer freight trains were 
on the line. Travding overnight, you might find only two or three 
other passengers in your sleeping car. (By contrast, there were more 
filling stations by the motor highways than ever before, and of all the 
retail businesses in “Middletown” only the filling stations showed no 
large drop in business during the black years; for although few new 
automobiles were being bought, thosewhich would still stand up were 
being used more than ever — to the dismay of the railroads.) 

Otherwise things might seem to you to be going on much as usual. 
The major phenomena of the depression were mostly negative and did 

not assail the eye. _ , _ . . 

But if you knew where to look, some of them would begin to appear. 
First, the breadlines in the poorer districts. Second, tiiose bfeak set- 
tlements ironically known as Hoover villes in the ou tskir ts of the cities 
and on vacant lots— groups of makeshift shacks constructed out of 
packing boxes, scrap iron, anything that could be picked up free in 
a diligent combing of the city dumps; shacks in which men and some- 
times whole families of evicted people were sleeping on aidomobile 
s^ats carried from auto graveyards, warming themselves before fires 
of rubbish in grease di *ans. Third, the homeless people sleeping in 
doorways or cm park benches, and going the rounds of the restaurants 
for leftover half-eaten biscuits, piecrusts, anythin- Kroa 



life burning. Fourth, the vastly increased number of thumbers on 
the highways, and particularly of freight car transients on the rail- 
roads; a huge army of drifters ever on the move, searching half-aun- 
lessly for a place where there might be a job. According to Jonathan 
Norton Leonard, the Missouri Pacific Railroad in 1929 had Taken 
official cognizance” of 13,745 migrants; by 1931 the figure had already 
jumped to 186,028. It was estimated that by the beginning of 1933, 
the country over, there were a million of these tr ansient s on the move. 
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Forty-five thousand had passed through El Paso in the space of 6 
months.; 1,500 were passing through Kansas City every day. Among 
them were large numbers of young boys, and girls disguised as boys. 
According to the Children’s Bureau, there were 200,000 children thus . 
drifting about the United States. So huge was the number of freight 
car hoppers in the Southwest that in a number of places the railroad 
police simply had to give up trying to remove them from the trains; 
there were far too many of them. 

Among the comparatively well-to-do people of the country (those, 
let us say, whose predepression incomes had been over $5,000 a year) 
the great majority were living on a reduced scale, for salary cuts had 
been extensive, especially since 1931, and dividends were dwindling. 
These people were discharging servants, or cutting servants’ wages 
to a minimum, or in some cases “letting” a servant stay on without 
other compensation than board and lodging. In many pretty houses, 
wives who had never before — in the revealing current phrase — “done 
their own work” were cooking and scrubbing. Husbands were wear- 
ing the old suit longer, resigning from the golf club, deciding, perhaps, 
that this year the family couldn’t afford to go to the beach for the 
summer, paying 75 cents for lunch instead of a dollar at the restaurant 
or 35 instead of 50 at the lunch counter. When those who had flown 
high with the stock market in 1929 looked at the stock-market page 
of the newspapers nowadays their only consoling thought (if they 
still had any stock left) was that a judicious sale or two would result 
in such a capital loss that they need pay no income tax at all this year. 

Alongside these men and women of the well-to-do classes whose for- 
tunes had been merely reduced by the depression were others whose 
fortunes had been shattered. The crowd of men waiting for the 8 :14 
train at the prosperous suburb included many who had lost their jobs, 
and were going to town as usual not merely to look stubbornly ana al- 
most hopelessly for other work but also to keep up a bold front of ac- 
tivity. (In this latter effort they usually succeeded : one would never 
have guessed, seeing them chatting with their friends as traintime 
approached, how close to desperation some of them had come.) There 
were architects and engineers bound for offices to which no clients 
had come in weeks. There were doctors who thought themselves lucky 
when a patient paid a bill. Mrs. Jones, who went daily to her steno- 
graphic job, was now the economic mainstay of her family, for Mr. 
Jones was jobless and was doing the cooking and looking after the 
children (with singular distaste mid inefficiency). Next door to the 
Joneses lived Mrs. Smith, the widow of a successful lawyer; she had 
always had a comfortable income, she prided herself on her “nice 
things,” she was pathetically unfitted to earn a dollar even if jobs were 
to be had ; her capital had been invested in South American bonds and 
United Founders stock and other similarly misnamed “securities,” 
and now she was completely dependent upon handouts from her rela- 
tives, and didn’t even have carfare in her imported pocketbook. 

The Browns had retreated to their “farmhouse” in the country and 
were trying to raise crops on its stony acres; they talked warmly about 
primal simplicities but couldn’t help longing sometimes for electric 
lights and running hot water, and couldn’t cope with the potato bugs. 
(Large numbers of city dwellers thus moved to the country, but not 
enough of them engaged in real fanning to do more than partially 
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check the long-term movement from the farms of America to the 
cities and towns.) It was being whispered about .the .community that 
the Robinson family, though they lived in a $40,000 house and had 
always spent money freely, were in desperate straits : Mr. Robin- 
son had lost his job, the house could not be sold, they had realized 
on every asset at their command, and now they were actually going 
hun g ry — though their house still looked like the abode of affluence. 

Further down in the economic scale, particularly in those industrial 
communities in which the factories were running at 20 percen o 
capacity or had closed down altogether, conditions were infinitely 
worse. Frederick E. Croxton’s figures, taken in Buffalo, show what 
was ha ppening in such communities: out of 14,909 persons of both 
sexes willing and able to work, his house-to-house canvassers found 
in November 1982, that 46.3 percent were fully employed, 22.5 percent 
were working part time, ana as many as 31.2 percent^ were unable 
find jobs. In every American city, quantities of families were being 
evicted from their inadequate apartments; moving m with other 
families till 10 or 12 people would be sharing 3 or 4 rooms; or sheer- 
ing through the winter m heatless houses because they could anora 
no coal, eating meat once a week or not at all. If employers some- 
times found that former employees who had been discharged did not 
seem eager for reemployment (“They won’t take a job if you offer 
them one.”), often the reason was panic: a dreadful fear of inade- 
quacy which was one of the depression’s commonest psychopathologi- 
cal results. A woman clerk, offered piecework after hemg jobless or 
a year, confessed that she almost had not dared to come to the (mice, she 
had been in such terror lest she wouldn’t know where to hang her coat, 
wouldn’t know how to find the washroom, wouldn’t understand the 

boss’s directions for her job. . ... 

For perhaps the worst thing about this depression was its inexor- 
able continuance year after year. Men who have been sturdy and self- 
respecting workers can take unemployment without flinching for a 
few we eks, a few months, even if they have to see their families suffer ; 
but it is different after a year, 2 years, 3 years. Among the miserable 
creatures curled up on park benches or standing in dreary lines before 
the soup kitchens in 1932 were men who had been jobless since the end 

of 1929. 

At the very bottom of the economic scale the conditions may per- 
haps best be suggested by two brief quotations. The first, from J° na " 
t han Norton Leonard’s ‘Three Years Down,” describes the plight of 
Pennsylvania miners who had been put out of company villages after 
a blind and hopeless strike in 1931 : ‘‘Reporters from the more liberal 
metropolitan papers found thousands, of them huddled on the moun- 
tainsides, crowded three or four families together in one-room .shacks, 
living on dandelions and wild weed roots. Half of them were sick, but 
no local doctor would care for the evicted strikers. All of them were 
hungry and many were dying of those providential diseases which en- 
able welfare authorities to claim that no one has starved. The other 
quotation is from Louise V. Armstrong’s “We Too Are the People, 

and the scene is Chicago in the late spring of 1932: 

“One vivid, gruesome moment of those dark days we shall never 
forget. We saw a crowd of some 50 men fighting over a barrel of 
garbage which had been set outside the back door of a restaurant. 
American citizens fighting for scraps of food like animals. 
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Human behavior under unaccustomed conditions is always various. 
•One thinks of the corporation executive to whom was delegated the 
job of discharging several hundred men: he insisted on seeing every 
one of them personally and taking, an interest in each man’s predica- 
ment, and at the end of a few months his hair had turned prema- 
turely gray. ♦ * ♦ The junior league girl who reported with pride a 
depression economy : she had cut a piece out of an old fur coat in the 
attic and bound it to serve as a bathmat. * * * The banker who had 
been plunged deeply into debt by the collapse of his bank : he got a 
$30,000 job with another bank, lived on $3,000 a year, and honorably 
paid $27,000 a year to his creditors. * * * The wealthy family who 
lost most of their money but announced bravely that they had “solved 
their depression problem” by discharging 15 of their 20 servants, and 
showed no signs of curiosity as to what would happen to these 15. 
* * * The little knot of corporation officials in a magnificent sky- 
scraper office doctoring the books of the company to dodge bank- 
ruptcy. * * * The crowd of Chicago Negroes standing tight-packed 
before a tenement-house door to prevent the landlord’s agents from 
■evicting a neighbor family: as they stood there, hour by nour, they 
sang hymns. * * * The one-time clerk carefully cutting out pieces of 
cardboard to put inside his shoes before setting out on his endless 
job-hunting round, and telling Ms wife the shoes were now better than 
ever. * * * The man in the little apartment next door who had given 
up hunting for jobs, given up all interest, all activity, and sat hour 
by hour in staring apathy. * * * 

Not only were ideas boiling; the country was losing patience with 
adversity. That instinct of desperate men to rebel which was swell- 
ing the radical parties in a dozen depression-Mt countries and was 
gathering stormily behind Hitler in Germany was working inthe 
United States, also. It was anything but unified, it was as yet little 
organized, ana only in scattered places did it assume the customary 
European shape of communism. It had been slow to develop — -partly 
because Americans had been used to prosperity and had expected it to 
return automatically, partly because when joos were vanishing those 
men who were still employed were too scared to be rebellious, and sim- 
ply hung on to what they 'had and waited and hoped. (It is not 
usually during a collapse that men rebel, but after it.) There had 
been riots ana hunger marches here and there but on the whole the 
orderliness of the country had been striking, all things considered. 
Yet men could not be expected to sit still forever in the expectation 
that an economic system wMch they did not understand would right 
itself. The ferment of dissatisfaction was working in many places 
and fairing many forms, and here and there it was beginning to break 
sharply through the orderly surface of society. 

In the summer of 1932 the city of Washington was to see an exciting 
example of tMs ferment — and a spectacular demonstration of how not 
to deal with it. 

All through June thousands of war veterans had been streaming 
into Washington, coming from all over the country by boxcar and by 
truck. These veterans wanted the Government to pay them now the 
“adjusted compensation” wMch Congress had already voted to pay 
them in 1945. They set up a camp— a shantytown, a sort of big-scale 
“Hooverville” — on the Anacostia Flats near the city, and they occu- 
pied some vacant land with disused buildings on it on Pennsylvania 
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Avenue just below the Capitol. More and more of them straggled to 
Washing ton until their number had reached. 15,000 or 20,000. 

Among such a great crowd there were inevitably men of many 
sorts. The Hoover administration later charged that many had had 
criminal records, or were Communists. But unquestionably the great 
majority of them were genuine veterans ; though there was one small 
C ommunis t group, it was regarded with hostility by the rest; in the 
main this “Bonus Expeditionary Force” consisted or ordinary Amer- 
icans out of luck. They were under at least a semblance of military 
discipline and were on the whole well-behaved. Many brought their 
wives and children along, and as time went on the Anacostia camp 
took on an air half military and half domestic, with the family wash 
hanging on the line outside the miserable shacks, and entertainers 
getting up impromptu vaudeville shows. 

Gen. Pelham D. Glassford, the Washington Superintendent of 
Police, sensibly regarded these invaders as citizens who had every 
right to petition the Government for a redress of grievances. He 
helped them to get equipment for their camp and treated them with 
unfailing con side ration. But to some Washingtonians their presence 
was omin ous. A group of the veterans — under a leader who wore a 
steel neckbrace and a helmet with straps under the chin, to support 
a broken back— picketed the Capitol for days while the bonus bill was 
being considered; and on the evening when the bill was to come to a 
vote, the great plaza before the Capitol was packed with veterans. 
The Senate voted “No.” What would the men do ? There were people 
looking out the windows of the brightly lighted Senate wing who 
wondered breathlessly if those thousands of ragged men would try to 
rush the building. But when their leader announced the news, a band 
struck up “America” and the men dispersed quietly. So far, so good. 

Some of them left Washington during the next few days, but several 
thousand stayed on, hopelessly, obstinately. (Where had they to go ? ) 
Officialdom became more and more uneasy. The White House was 
put under guard, its gates closed and chained, the streets about it 
cleared, as if the man there did not dare face the unrest among the 
least fortunate of the citizenry. It was decided to clear the veterans 
out of the disused buildings below the Capitol (to make way for the 
Government’s building program) ; Mid on the morning of July 28, 
1932, General Glassford was told that the evacuation must be immedi- 
ate. He set about his task. 

It began peacefully, but at noon somebody threw a brick and there 
was a scuffle between the veterans and the police, which quickly sub- 
sided. Two hours later there was more serious trouble as a policeman 
at whom the veterans had thrown stones pulled his gun; two veterans 
were killed before Glassford could get the police to stop shooting. 
Even this battle subsided. All Glassford wanted was time to com- 
plete the evacuation peacefully and without needless affront. But he 

was not to get it. , . « • • .v . •« 

E ar lier in the day he had told the District Commissioners that if 

the evacuation was to be carried out speedily, troops would be required. 
This statement had been needlessly interpreted as a request for imli- 
tary aid, which Glassford did not want at all. President Hoover had 
ordered the U.S. Army to the rescue. 
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Down Pennsylvama Avenue, late that hot afternoon, came an im- 
pressive parade — four troops of cavalry, four companies of iiraantry, 
a TntyVhinp.g iin squadron, and several tanks. As they approached the 
disputed area they were met with cheers from the veterans sitting on 
the curb and from the large crowd which had assembled. Then sud- 
denly there was chaos: cavalrymen were riding into the crowd, 
infant ry man were throwing tear-gas bombs; women and children were 
b eing trampled and were choking from the gas; a crowd of 3,000-or- 
more spectators who had gathered in a vacant lot across the way were 
being pursued by the cavalry and were running widly, pell-mell across 
the uneven ground, screaming as they stumbleaTand fell. 

The troops moved slowly on, scattering before them veterans and 
homegoing Government clerks alike. When they reached the other 
end of the Anacostia Bridge and met a crowd of spectators who booed 
them and were slow to “move on,” they threw more gas bombs. They 
began burning the shacks of the Anacostia camp — a task whim the 
veterans thems elves helped them accomplish. That evening the Wash- 
ington sky glowed with fire. Even after midnight the troops were 
still on their way with bayonets and tear-gas bombs, driving people 
ahead of them into the streets of Anacostia. 

The “Bonus Expeditionary Force” had been dispersed, to merge it- 
self with that greater army of homeless people who weredrifting about 
the country in search of an ever-retreating fortune. t The XJ.S. Army 
had completed its operation “successfully ,r without killi ng anybody— 
though the list of injured was long. The incident was over. But it 
had left a bitter taste in the mouth. Bayonets drawn in Washington 
to rout the disp ossessed— -was this the best that American statesman- 
ship could offer hungry citizens? 

The farmers were rebellious — and no wonder. F or the gross income 
of American agriculture had declined from nearly $12 billion in 
1929— -when it had already for years been suffering from a decline in 
export sales— to only $5% billions in 1932. Whila most manufactur- 
ing businesses dropped their prices only a little and met slackened 
Hp.ma.nd with slackened production, the farmer could not do this, and 
t.Vip prices he got went right down to the cellar. Men who found 
themselves utterly unable to meet their costs of production could not 
all be expected to be philosophical about it. # 

Angry Iow&ns, organized by Milo Reno into & Fanners Holiday 
Association, were refusing to bring food into Sioux City for 30 days 
or “until the cost of production has been obtained”; they blockaded 
the highways with spiked telegraph poles and logs, stopped m i l k 
trucks and emptied the milk into roadside ditches. Said an el de rly 
Iowa farmer with a white mustache to Mary Heaton Vorse, “They 
say blockading the highway’s illegal. I says, ‘Seems to me there was a 
tea party in Boston that was illegal too.*” # 

Elsewhere, farmers were taking the obvious direct means to stop 
the tidal wave of mortgage foreclosure sales. All through the prairie 
country there were quantities of fanners who not only had heavy mort- 
gages on their property but had gone deeply into debt for the purchase 
of farm machinery or to meet the emergencies of years or falling 
prices; when their com and wheat brought to even the most industri- 
ous of them not enough money to meet their obligations, they lost 
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patience with the laws of bankruptcy. If a. m a n apes a neighbor of 
his, a formerly successful farmer, a substantial, haro- working citizen 
with a family , coming out of the office of the referee in bankruptcy 
stripped of everything but an old team of horses, a wagon, a few dogs 
anahogs, and a few sticks of furniture, he is likely to see red. March- 
ing to the scene of the next foreclosure sale, these farmere would drive 
off prospective bidders, gather densely about the auctioneer, bid in 
horses at 25 cents apiece, cows at 10 cents, fat hogs at a nickel and 
the next morning wotdd return their purchases to the former owner. 

In a quiet county seat, handbills would appear : “Farmers and work- 
ers. Help protect your neighbors from being driven off their prop- 
erty. Now is the tune to act. For the past 3^ yeara we have waited 
for our masters, who are responsible for the situation, to find a way 

out. * * * On Friday the property of is to be sold at a f orced 

auction at the courthouse. * * * The farmers’ committeee has called a 
mass protest meeting to stop the above-mentioned sale. ® 

Friday the trucks would drive up to the courthouse and men by the 
hundreds, quiet, grim faced, would fill the corridors outside the sheriffs 
office while theirleaders demanded that the sale be not held. 

They threatened judges in bankruptcy cases; in one case a mob 
dragged a judge from his courtroom, beat him, hanged him by the 
necktill he fainted — and all because he was carrying out the law. 

These farmers were not revolutionists. On the contraiy, most of 
them were by habit conservative men. They were simply st rikin g 
back in rage at the impersonal forces which had brought them to 
their present pass. 

*•***•• 

But it was during 1934 and 1935— the years when Roosevelt was 
p ushing through bis financial reforms, and Huey Long was a national 
portent, and the languishing NBA was jput out of its misery by the 
Supreme Court— that the thermometer m Kansas stayed week after 
week at 108 or above and the black storms raged again and again. 
The drought continued acute during much of 1936. Oklahoma farms 
b ecame great dunes of shifting sand (so like seashore dunes, said 
one observer, that one almost expected to smell the salt). Housewives 
in the drought belt kept oiled cloths on the window sills and between 
the upper and lower sashes of the windows, and some of them tried to 
seal up every aperture in their houses with the gummed paper strips 
used m wrapping parcels, yet still the choking dust filtered in and 
lay in ripples on the kitchen floor, while outside it blew blindingly 
across a no man’s land; roads and farm b uildin gs and once green 
thickets half buried in the sand. It was in those days that a farmer, 
sitting at his window during a dust storm, remarked that he w as count- 
ing the Kansas farms as they came by . 

Retribution for the very human error of breaking the sod of the 
plains had come in full measure. And, as often happens, it was visited 
upon the innocent as well as upon the guilty— if indeed one could 
single out any individuals as guilty of so pervasive an error as social 
shortsightedness. 

Westward fled the refugees from this new Sahara, as if obedient to 
the old American tradition that westward lies the land of promise. In 
1934 and 1935 Calif omians became aware of an increasing influx into 
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their State of families and groups of families of “Okies,’' traveling m 
ancient family jalopies; but for years the s streams of humamty con- 
tinued to run. Wy came along tl.S. Highway 30 toough ^e ldaho 
hills, along Highway 66 across hiew Mexico and Arizona, along the 
Old Spanish Trad through El Paso, along aimeothe^^tward 
trails/ They came in decrepit, square-shouldered 1925 podges and 
1927 La Salks; in battered 1923 model T Fords that looked like relics 
of some antique culture; in trucks piled high with 
cooking utensils and children, with suitcases, jugs, and sacks gapped 
to the running boards. “They roll westward like a parade, wrote 
Richard L.Neuberger. “In a single hour from a grassy meadow near 
an Idaho road I counted 34 automobiles with the license plates of 
States between Chicago and the mountains.” * 

They left behind them a half depopulated countryside. A survey of 
the farmhouses in seven counties of southeastern Colorado, made m 
1936, showed 2,878 houses still occupied 2,811abandoned; andthere 
were also, in that area, 1,522 abandoned homesites. The total number 
of drought refugees who took the westward trek over the mountains 
was variously estimated in 1939 at from 200,000 upward— with more 

As these wanderers moved along the highways they became 
a part of a vast and confused migratory movement. When they 
camped by the wayside they might find themselves next to a family of 
evicted white Alabama sharecroppers who had been on the move for 
4 years, snatching seasonal farm labor jobswherevertheywuld 
through the Southwest; or next to tenant families from the Arkansas 
Delta who had been “tractored off” their land— expelled m order that 
the owner might consolidate two or three farms and operate them with 
tractors and Say labor: or next to lone wanderers who had once held 
industrial jobs and had now for years been on relief or on the road 
jumping freights, hitchhiking, panhandling, shunting back and forth 
acrosstne countryside in the faint hope of a durable lob. And whe 
these varied streams of migrants reached the coast they found 
selves in desperate competition for jobs with individuals or families 
who for years had been “fruit tramps,” moving northward each year 
with the harvests from the Imperial Valley in southern Ckbfonuato 
the Sacramento Valley or even to the apple picking m the Yakima 

V Here to^e S km!f^ promise, agriculture had long been partly indus- 
trialized. Huge farms were in the control of absentee owners or banks 
or corporations, and were accustomed to depend upon the labor of 
migratory “fruit tramps,” who had formerly been mostly Mexicans, 
Japanese, and other foreigners, but now were increasingly Americans. 
Those laborers who were lucky enough to get jobs picking cotton or 
peas or fruit would be sheltered temporarily in camps consisting typi- 
cally of frame cabins in rows, with a waterline between every two 
rows; they were very likely to find in their cabin no stove, no cots, no 
water pail. Even the best of the camps offered a way of hfe strikingly 
different from that of the ruggedly individualist farmer of the Ameri- 
can tradition, who owned his farm or else was preparing, by working 
as a resident “hired man,” or by renting a farm, for the chance of ulti- 
mate ownership. These pickers were homeless, voteless nomads, un- 
wanted anywhere save at the harvest season. 
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When wave after wave of the new migrants reached California, the 
labor market became glutted, earnings were low, and jobs ^came so 
scarce that groups of poverty-stricken families would be found 
squatting in makeshift Hoovervilles or bunking miserably m their 
awkward old Fords bv the roadside. Being Americans of native stock 
and accustomed to independence, they took the .''^ es 

humiliation bitterly, sought to organize, talked of strikmg, sometim^ 
struck. At every such threat, sometimes like panic seized the growers. 
If this new proletariat were permitted to organize, and were to strike 
at picking time, they might ruin the whole season’s output of a perish- 
able crop. There followed antipicketmg ordinances ; the spectacle of 
armed deputies dislodging the migrants from their pitiful camps; 
violence by bands of vigilantes, to whom these ragged: families were 
not fellow citizens who had suffered in a great American disaster but 
dirtv, ignorant, superstitious outlanders, failures at life, easy dupes 
for “Red” agitators. This engulfing tide of discontent must be kept 

Farther north the refugees were likely to be received with more 
sympathy, especially in regions where the farms were small and not 
industrialized; here and there one heard of instances of real hos- 
pitality, such as that of the Oregon town which held a cannmgf estival 
for the benefit of the drought victims in the neighborhood. The well- 
managed camps set up by the Farm Security Administration were 
havens of human decency. But to the vast majority of the refugees 
the promised land proved to be a place of new and cruel tragedy. 
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[From tie Quarterly Journal of Economics, August 1931] 

INSTITUTIONAL FRICTIONS AND TECHNOIDGICAL 

UNEMPLOYMENT 

(By Advix H. Hansex) 

L Tbe argument that laboraaring Improvement* release pur ch as in g power 
and so reabsorb displaced labor, 684.— Tbe fallacy in this argument, 686.— CSr- 
cnmstance under which tbe displaced labor will be reabsorbed, 687. — U. E ffwt 
of price reduction, 688; of restrictions upon credit and wage rates, 600.— ID. 
Effect of price maintenance, 692; of lower interest rates, 603. — IV. Tbe effect of 
universal monopoly upon unemployment, 696. — Quasi-monopoly control of prices 
contrasted with rigid control of wage-rates, 607. 

I 

In a recent article of considerable length. Prof. Paul H. Douglas 
makes a detailed and thorough analysis of the view so generally held 
by labor leaders, employers, journalists, and politicians that techno- 
logical improvements permanently displace labor, and that therefore 
the necessary solutions lie in the direction of shorter hours of work, 
more rigid elimination of juvenile labor and the p ensionin g of older 
workers. Mr. Douglas readies the definite conclusion that this view 
is incorrect, that workers are not permanently thrown out of employ- 
ment by improvements in machinery and m managerial efficiency. 
There is indeed nothing novel about this conclusion, tot Mr. Douglas 
complains that writers, such as Sir “William Beveridge in his “Unem- 
ployment, a Problem of Industry,” fail to explain the forces at work 
and “consequently have not given any tangible justification for their 
faith that somehow the displaced workers will be reabsorbed else- 
where in industry.” 1 

The argument which Mr. Douglas advances, however, in support 
of his thesis is (me long familiar to economic theorists Latonwving 
improvements reduce the cost per unit of output. The reduction, in 
costs leads either to lower prices to consumers or to higher profits for 
employers. If prices are reduced inproporti' m to the lowering of costs, 
the quantity purchased will — in the case of commodities for which 
there is an elastic demand — increase sothat no labor is displaced. 
Tn the case of inelastic demand, labor is indeed displaced, tot the 
lower prices enable consumers to purchase the same qu ant i t i e s at 
much lower money expenditures; a part of consumers* inc omes is 
therefore set free and can be applied to the purchase of other com- 
modities. Labor is required to produce^ these new commodities and 
so the displaced workers are reabsorbed into industry. If prices are 
not reduced, the lower costs yield larger profits to employers who in 



iPaul H. Douglas, "Teeknelogieal Ui 
1930. See also Douglas and Director, “The 
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* n>My arg y d that imaEasid product means increased, purchasing 
ip^ ^MP T 1 They resumed, without ex plaining how it happe ne d; that the 
fncBcaaBd pgod aefcion had already occupied- if idle productive factors 
are set to wock toinafig goods there will be no wanfcor a marke t. Goods 

> gariiangBd a gplctsfc, goods. Such was their argument. But the 
TTTggfeamfsm ivf TaSar reahsorptiotL they did not explain. This is pre- 
what is attempted by the “setting feee of purchasing power” 
«rr«»ljjCTg «pfofn»d aBwe. As we have seen, however, closer ex a min a- 
tasm of thesis eposes a serious fehty. It. turns out that, as far as 

this analysis goes,, fchse is no reason at all why the displaced labor 
sijwM rri.it rpmarm permanently unemployed. _ . 

TfaH?g> ace^, indeed, certain. circumstances under which, as I see it, the 
M»r would he reabsorbed into industry explained^ above. 
-%mf miitt other oopdftians X do not believe that the reabsorption can 
tralcg.jJagg.at-.alll _ 

The Sty-3131-Kffiardo analysis assumed without question that idle 
pndKKiie r e so urces would ere long be set to work to produce goods. 
Tin* onfiy question to which they addressed themselves was whether 
la* itlw. way pradiifffcxfliT unld find a market. On what basis could 
fcngy assume ftlW femer point! On the assumption of a free price 
g ydtPuriY flrf a ^irw marfast far the agents of production. _ They assumed 
triiafr. the prices of tthess* agents would fall to the point at which it 
wodld be pzofitabfie for entrepreneurs to employ them. More con- 
cutefy they assumed a competitive? labor market — competition among 
eM|Ayggs for labcw, and competition amm^ laborers for jobs. Under 
tfias asBrnupriim they were right. Technological improvements could 
juotpemsanently dsphcehixKr. . 

ifr h Biw t t makes no such qualifications. Yet under 

hmkIw* tit which trade unions and. unemployment insur- 

ance eak wage lrduw t^* 1 ^ diflSsnilty it is quite possible that the dis- 
jjngwl Mg carnttonaaptigri. It mayor may not be reabsorbed 
feaaujmg span what wage and credit policies are pursued. These 
.are eases nut which the rnstit u fewaial controls cannot be overlooked, if 



n 

¥ irdr | fcfc as assume that the price of the product is reduced in pro- 
pffl ppwn tn tftw. decline in per-unit cost. If the demand is elastic 3 no 
Sbor wffl he displaced at all On this point there is no disagreement. 

If the ill ■md r frr 1 ^ * riB be displaced Under certain 

m« tW i fephwt workers would be reabsorbed into industry 
ejsewhim^imder others not. 



_ apoa whether one is considering the displace- 

try ut which: IaboraeTmg- Improvements are being introduced 



ajiein^^ ae iroeMoiT m a chine indnstrlqt. In the latter 
miaie ani one atflfcfenfc. In the former ease ait elssttdtr of demand ci>nsfd> 

one ntF be reqmrwi; aiice tie Esborearlny improsement mijiht result 
minntfiHL Em tfie Labor empfoyed In. the special Industry, wltioutany rerj 
rn at cost far nnft of autpat- J fa c Bfn fc eosts (depreciation and Interest 
Kant* m fidMt seer nearijr afeet the fit labor coets. If marine coats largely 

mstn. the dtanamg woaM base t» be extrandy elastic; if no workmen 
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Aa a l re a d y indic ated the consumers of the lower priced articles gain 
in purchasing power, hat at the same stroke the w oncers who have been 
dischar ged lose an exactly equal pur chasing power. This is on the 
assumption that the decrease in unit cost had been effected by means 
of laborsaving devices which were not capital using; hence no larger 
disbursements in the form of interest payments would be required. 
If, however, the reduction in cost had been effected by means of more 
elaborate machinery, the gain in pur ch as in g power of consumers plus 
interest receivers would be exactly offset by the loss in purchasing 
power of the displaced wage earners. There would he no new purchas- 
ing power released, and therefore the displaced workers would not 

readily find new jobk _ , ... 

Under certain conditions, however, the unemployed labor would be 
reabsorbed. If the prices of all goods enjoying cost-reducing improve- 
ments were lowered to the new cost level, and if the demand were 
perfectly inelastic, the same quantity of those goods would be sold 
at lower prices. The general price level would be lower as a^resutt of 
these cost-reducing improvements. Since less money (including 
credit) would be needed to drculate there particular goods, bank 
credit would be set free and this would now become available for new 
uses. Easy money and credit- conditions always^ follow from cost and 
price reductions. Unless this easy credit situation were counteracted 
by the arbitrary action of the central bank or banks, discount rates 
would tend to be lower and the released bank credit would sooner or 
later be taken up . 4 Entrepreneurs in possession of tins bank credit 
would be enabled to put the productive forces in motion in anticipation 
of the sale of the product out of which the factors of production would 
eventually have to be paid. In this event the reabsorption of the re- 
leased credit would be more or less closely balanced by the increased 
output of goods. The price level would, therefore, continue at the 
lower level reached as a result of the d ecline in the prices of those 
particular products which enjoyed cost-reducing improvements. The 
assumed reabsorption of credit would supply an added monetary pur- 
chasing power sufficient to buy the products of the formerly displaced, 
but now reemployed, workers at prices sufficiently remunerative to 
pay the current level of market wages.* 

Thus at the same time that the laborsaving improvements displace 
labor, the accompanying reduction in prices displaces credit* The 
released credit becomes a means by which the displaced labor can be 
reabsorbed. This mpehanism is, however, not explained by the anal- 
ysis usually given. . 

Suppose, however, the released bank credit is not taken ujp perhaps 
for a considerable period pessimism restrains the spirit of enterprise, 
or perhaps central banks for one reason or another take up the slack 
by “hoarding 55 the gold reserves — then the displaced labor will tend to 
remain unemployed unless wages are reduced. Assume, for the mo- 
ment, that somehow or other the displaced labor had become reab- 
sorbed without any wage reduction. The employment of this labor 

‘Quantitatively rack r eleaae of credit would be Important prcctedjtln proportion to the 
extent of the mt reductions effected. The crmulstire effect upon the total purchasing 

ft.™ 

resources, consequent upon the Increased output of goods, would be offset by grater tech- 
nical efficiency of the complementary factor*. 
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would result in an increased output of goods. Assuming, however^ 
no corresponding credit expansion, the added goods would have to 
compete with the old output for the same monetorv p^ha^ power, 
Thiswould mean a forced lowering of prices, which would, in turn, 
lead to business losses and eventual bankruptcy unless money costs 
per unit of output were also lowered. Money costs per unit of outp 
Sight be reduced in two ways: (1) by further cost-reducing ^pro™- 
ments, but insofar as these were laborsaving improvements more labor 
would be displaced and so a further unemployment problem would be 
created: (2) by the reduction in the money rates paid to the agents of 
production (chiefly labor) . This reduction m money wages would not 
« <wiina in rpal washes. smce prices, under the assumption 




that the displaced labor would be employed m the first -place except 
under the inducement of lower wages, smce any expansion of output 

would have to be sold at lower prices. j , . . 

It is important to distinguish carefully the two types of pnce de- 
clines iust referred to. # The decline in prices made possible by labor- 
saving improvements need not involve any maladjustment m the cost 
and price relationship even though wages were maintained at their 
former level. 7 But if there were a further faU in prices consequent 
upon the larger output resulting from the employment of toe dis- 
placed workers, a serious cost and price maladjustment would occur 
unless wages were also reduced.* If, on the other hand, toe bank 
credit released by the cost-reducing improvements were subsequently 
utilized, the displaced labor could be reemployed without any wage 

re UndOT«&rtain conditions of institutional control of credit and wages, 
then, we cannot definitely assert that labor displaced by technological 
improvements will eventually be reabsorbed into industry . 

m 

We next assume that prices are not reduced, in spite of laborsaving 
improvements. In this event the employers would be toe gamers. 
But their gain would be exactly offset by the loss suffered by toe dis- 
placed workers ; there would therefore be no net increase in purchasing 

^°The employers might spend their added incomes or they might save- 
them. If they spent them, the net effwt would not be an expansion 
in the demand for goods, as is commonly asserted, but only a shift m 
demand from the types of consumers’ goods formerly bought by too 
displaced workers to the types of goods purchased by toe more well- 
to-do classes. Since we assume no decline m pncesin the industries, 
adopting the laborsaving methods, no released credit would be avail- 
able forpossible expansion. The unemployed labor could be absorbed 
only by undercutting the wage level. 
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But suppose the employers chose to save their newly gained incomes. 
The myight, for example, decide to put it back into their own busi- 
nesses. Insofar as the laborsaving improvements required additional 
capital, this would be quite the natural thing and indeed a sound policy. 
But if no new capital were needed, in this manner, further ^investment 
in a field that could enjoy no expansion of demand, would be wholly 

wasteful. ... .-.1 ... , , r ,, , 

The cartel form of organization is especially guiltyof blindly put- 
ting profits back in the business until capital equipment has ex- 
panded to a point at which there is gross overcapacity. The rea- 
son, of course, is that production quotas are to a large extent based 
on capacity, and so each member of the cartel wishes to expand his 
plant in order to obtain a larger output quota. In this manner, pur- 
chasing power, which might otherwise have gone into useful consump- 
tion, is s imp ly wasted. But as far as the effect on the labor market 
is concerned, it makes absolutely no difference whether the employers 
spend the added incomes on consumption goods for their own use, 
or waste it in overexpanded plants in their own businesses.® _ 

The case is quite otherwise if the employers choose to invest their 
extra incomes in the general capital markets. The capital supply 
would be increased; interest rates would fall. Highly complicated 
and expensive machines not formerly economical (at the higher inter- 
est rates) could now be introduced. Each laborer could be equipped 
with more capital ; the marginal productivity of labor would be in- 
creased. But if this should occur in industries whose products faced 
an inelastic demand situation or were under rigid price control, the 
effect would merely be to throw still more labor out of work. _ 

But lower interest rates would not only make it economical to sub- 
stitute machinery for labor in the old established fields which faced 
an inelastic and saturated demand or which were under price control. 
Lower interest rates would also open up new fields for investment. 
Capital improvements uneconomical at 5 percent become an economic 
proposition at 4: percent. In this manner, through the successive 
steps of excess profits, larger capital accumulations, and lower interest 
rates, an expansion would occur in the production of capital goods. 
This eventually would have the effect of increasing the total output of 
goods. And unless there should occur an expansion m the monetary 
purchasing power of the co mmuni ty, a fall in the general commodity 
price level would ensue. Theoretically such a price decline would 
not necessarily imply a maladjustment in the cost and price relation- 
ship. 10 The lower interest rates and the higher productivity of the 
other factors (consequent upon the increase of capital) would tend to 
offset the lower prices." 



• The excess capacity might, however. In future result In a breakdown of cartel onotas, 
and w 1 ?m inmiitf output of good^ lower prices, and cost and price maladjustments. 

S Prt« U * compUcjttd on.. Wlthdl 

total output of goods and so tends to produce a fall In commodity prices. 
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Thus, unde r the conditions assumed, the 1 aborsa ving improvements 
would add to the productive resources of the c ommunit y in two ways: 
(1) they would displace a body of laborers who would become avail- 
able for other work, (2) they would create new capital saved out 
of the profits arising from the improved processes. The employment 
of each of these two added resources would necessarily increase the 
total output of goods and cause a tendency in the direction of falling 
commodity prices. The price decline consequent upon the employ- 
ment of added capital goods would not necessarily cause a maladjust- 
ment in costs and prices. Not so, however, with respect to the dis- 
placed labor. The displaced labor could not be permanently re- 
absorbed at the old money wage level, unless the increased output of 
goods were balanced by an increase in monetary purchasing power, 
thus enabling a maintenance of the former price level. This would 
require additional credit. But since we have assumed rigidly con- 
trolled prices in the laborsaving industry, no credit could be released 
for use elsewhere. Should the displaced labor be absorbed in new 
industries, purchasing power would be deflected from the old indus- 
tries, prices would fall, and with no fall in wages, certain firms would 
be unable to meet their costs. Thus labor would again be displaced. 
If the discharged labor is to be permanently absorbed, the cost and 
price relationship must not be disturbed. Since,, however, the price 
decline here considered is not occasioned by a gain in efficiency (but 
merely by the employment of more labor) , a corresponding reduction 
in wages is required. 12 



IV 



We have noted the effect, under certain conditions, of rigid trade 
union control of wages upon the absorption of displaced labor. Might 
not the restriction of output by monopoly control also . prevent the 
reemployment of discharged labor? Monopoly power, if universal, 
could indeed rigidly limit the total output of goods and thereby the 
employment of labor. The extent of the profits would then merely 
be a question as to how much the total money income of the co mm u ni ty 
exceeded the total money paid out in. wages. If wages went up, the 
monopolists, if in control of the banking system, could merely extend 
more credit to themselves, and so bid tkelimited output of goods away 
from the wage earners. Prices would rise, but output being closely 
regulated, unemployed labor could not be reabsorbed into industry. 

Let us take as a starting point Aftalion’s 13 equation of exchange 
I=R P in which “I” is the money income of the country, “R” is the 
real income, the physical quantity of goods and services produced, 
while. “P” represents the prices paid for these goods. Assume that 
;1 I ,: is controlled by the central banks, and that “P” is controlled 



u it is of course desirable to have the highest possible wages consistent with full employ- 
ment. There is much force in Dr. AltschuTs suggestion that there is such a thing as an 
optimum wage. If the wage is below the optimum there is a loss in efficiency (not pri- 
marily personal efficiency of the laborer, but more especially management efficiency, which 
of course affects the productivity of labor). K the wage is above tte optimum there is m 
increase in unemployment. Cf. Eugen Altschul. “Lohnnlveau und Knpitalblldung,” Die 
Wirtechaftsturve, Heft iv, 1928. 

M Albert AftaUon, Revue d’&onomie poUtique, May-June 1925. 
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partly by monopoly and quasi-monopoly power, and partly by the* 
holding up of cost prices through working rules, customers, etc. — the 
striving or all classes for the highest possible income, as Conrad puts- 
it . 14 If “I” is limited and “P” is artifically raised, it necessarily fol- 
lows that the quantity of goods, “R” which can be sold at the- 
abnormally high prices will be less than would otherwise be the case. 
Thus if the price level were maintained at an artificially high level in 
a community with a given money income, the total volume of goods - 
and services which could be sold would be restricted and unemploy- 
ment would of necessity ensue. 

It is, however, scarcely thinkable that all prices can be controlled.. 
The number of competing commodities and services that can be put 
on the market is so large and the conflict of interest so great (in con- 
trast to the single “commodity” and large homogeneity of interest 
in the labor market) that universal monopoly is scarcely thinkable. . 
There are, indeed, in modem societies numerous monopolies and 
quasimonopolies, but total output of goods and services is far from 
subject to arbitrary control. Hence, to control the general price level 
from the side of production is scarcely possible. And if P as a whole* 
were not artificially boosted, no absolute restriction of R would result. 

Nothing short of a complete control of the prices of all goods would 
be needed to bring about a curtailment in the employment of the agents * 
of production. A partial control of prices would merely produce a 
redistribution in the output of goods and services. The real income 
might indeed be less in terms of utility, but there would be no abso- 
lute curtailment of the outlets for the products of the agents of pro- 
duction, provided the prices of these agents were determined by free* 
market forces. If, however, the price of one of the agents were con- 
trolled, other agents would be substituted for it to such an extent that 
a part of this agent could find no employment. The result would be- 
an absolute curtailment of R due to the idleness of a part of this pro- 
ductive agent. 



m Otto Conrad, Abaatxmangel nnd Arbeitftloatffkelt ala Dauersuatand. 



[From the Atlantic Monthly, August 1931] 

BUSINESS LOOKS AT UNEMPLOYMENT 

(By Julius H. Barnes) 

I 

To find work for the worker has become a universal task. As an 
international problem it has been taken up bythe Economic Commit- 
tee of the League of Nations. President Hoover’s Conference on 
Unemployment and a special committee of the U.S. Senate are ap- 
proaching. it as a national problem. Legislative commissions are 
attacking it as a State problem. Numerous trade organizations are 
weighing it as the most formidable of the difficulties barring the way 
to industrial advancement, and as many more civic organizations are 
considering it as the most portentous of social questions. 

At the turn of the year there were approximately 14 million work- 
ers in the United States and Europe for whom no work had been found, 
and efforts to check therising tide of suffering and distress were world- 
wide. Great Britain, in 1911, had set the example by esta blishing its 
state system of unemployment insurance, which has since become the 
“dole, and the movement spread to Austria, Australia, Bulgaria, 
Germany, the Irish Free State, Italy, and Poland. Voluntary sys- 
tems are in force in eight other countries. It has been estimated that 
37,500$00 workers, not including Russia’s sweating millions, now have 
thrown about them a protective mantle of one sort or another to shield 
them against the hardships of econon ic storm and stress. As this is 
written, 24 bills, all looking to the same end, are pending before 16 
State legislatures in this country. 

Of all the palliatives and remedies proposed or applied, it cannot 
be said that any holds promise of curing the disease. Government has 
found no way out of the economic dilemma which faces these efforts to 
allay the fear of unemployment. If the worker is to be sheltered 
against the privation ana distress that follow in the wake of involun- 
tary idleness, productive enterprise must eventually bear the cost at 
the risk of intensifying the ailment. Paul cannot be paid without the 
danger of pauperizing Peter. The National Confederation of Em- 
ployers’ Organizations of Great Britain points to the heavy public 
expenditure for social services— $1,946,600,000 in 1929— as one of the 
serious obstacles to national economic recovery. Even Russia, with 
all its scorn of bourgeois practices and philosophy, has been unable 
to suspend. this inexorable rule. It has injected capitalistic libeblood 
into tne veins of production by transfusing it from the veins of con- 
sumption, paying for the powerplants and factories of the 5-year plan 
with enforced labor and meager rations. Many of the social nostrums 
proposed for the cure of unemployment would reverse this process by 
paying for relief with industrial plants. 
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Unfortunately, ill assorted and antagonistic as they are, unemploy- 
ment and business cannot be forcibly divorced. They are at opposite 
ends of the economic seesaw. When business goes up, unemployment 
declines, and when unemployment rises, consumption la n g ui s he s and 
business sinks to lower levels. _ _ 

This inescapable relationship was obvious enough when bread-and- 
butter getting was largely a matter of shepherding flocks and tilling 
the soil and industry kept close to the domestic hearth. The choice 
between working and having and not working and doing^ without was 
a mere matter of volition. No one cherished the delusion, now not 
uncommon, that a way could be found by which one could stand idle 
in the marketplace and at the same time receive the penny that was 
the hire of the worker in the vineyard. . . 

So interpreted, the parable still holds good. Getting a job is not 
so simple a matter as applying to the lord of the vineyard or turning 
one's hand to^rne of the many tasks that crowded the days of our fa- 
thers before the coming of the machine. Nevertheless, _ business — 
busyness — and unemployment, or idleness^ remain antithetical. _ They 
cannot be reconciled dv a wave of the legislative wand or the invoca- 
tion of social justice. Sympathy for those who suffer, however keen it 
may be, cannot be minted into coin to pay for their relief. Neither 
can a paternalistic state provide them with necessities merely by enact- 
ing a law. 

Obviously the only cure for unemployment is employment, as the 
only r ffective remedy for idleness is work. But this affords small con- 
solation to the worker who makes his futile rounds looking for some- 
thing to do. Between him and his jok modem industrial civilization 
has interposed a system of producing, financing, storing, transporting, 
advertising, and distributing so vast that the plight of the man who 
jnn find no task to which he may put his hand and the plight of 
Business, which should provide the task, are frequently not associated 
at all. 

Baffled and bewilderedj the worker justly demands opportunity to 
earn a livelihood, and the industrial order which denies him this oppor- 
tunity cannot escape indictment on the plea that the giving of it doe3 
not lie within its control. To him the machine which robs him of his 
toil is a relentless monster. He cannot understand why the over- 
throw of a government 5,000 miles away, a discovery by a scientist 
of whom he has never heard, an invention that has revolutionized the 
wiftiring of glass bottles or the shaping of steel, the collapse of an un- 
wise economic policy that has swamped world markets with a deluge 
of commodities, should deprive him of a chance to work. 

Neither can it be gainsaid that business, long after the machine had 
begun to change the whole aspect of industry’, looked upon unemploy- 
ment as a social misfortune or an act of providence, the distressing 
effects of which were to be alleviated by poor laws and almshouses, and 
not as an economic ailment which would inevitably sap its own 
strength. It was slow to recognize the consumer in the worker. Many 
of the early directors of industry were disposed to look upon them- 
selves as beneficent dispensers of* employment who stood between tlie 
poor and the threat or destitution rather than seekers of the largess 
that is conferred by the lengthy payroll. The wage earner was ob- 
scured in the lengthening vista of demand. 
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The widening of the breach between the worker and his job is the 
price paid for productive efficiency. When industry forsook the 
serenity and security of the domestic fireside and sought out markets 
in the far comers of the world, it exposed itself to the. winds and storms 
that, blow up and down the Seven Seas. It laid itself open to the 
vicissitudes of political agitation and turmoil. _ By massing its re- 
sources in huge plants and regimenting labor in highly trained armies, 
it increased its output enormously, but at the same time it sacrificed 
the flexibility and mobility it possessed when every man was his own 
r aster. By enlisting science and invention, it opened the door to the 
feverish forging of new economic weapons that are constantly widen- 
ingand altering the character of the conflict in which it is engaged. 

CJhange takes its toll of industry in unemployment and obsolescence. 
W hen manufacturing was a houshold craft, the worker encountered no 
difficulty in turning from one task to another. If there was no wood 
to be hewn, there was water to be drawn, wool to be carded and spun, 
candles to be dipped. No elaborate readjustment of machinery, no 
shifting and training of iibor, no planning of advertising and sales 
campaigns, were necessary. To adapt modern industry to the changing 
requirements of consumer demand is quite another thing. When 
public taste turned from narrow to wide carpets, new looms had to be 
installed, factories had to be rearranged, and labor had to be trained 
to the new task. When Henry Ford decided to manufacture a new 
model of his automobile, an army of workers was affected and millions 
were spent in designing and installing new equipment. It would be 
fatuous to attempt to escape these disadvantages, as some suggest, by 
returning to the older and simpler order of existence. Our fathers 
avoided them, but they went without broadloom carpets and auto- 
mobiles. 

For the havoc wrought upon industry and its workers by economic 
changes and dislocations, the machine bears the heaviest burden of 
blame. It is the most spectacular of the devices originated to relieve 
labor of muscular toil — but it is not the only one. Industrial engineer- 
ing and business management are constantly shortening the steps of 
production and reducing the waste of time and effort. But the ma- 
chine is luridly portrayed in its social effects as an economic jugger- 
naut. _ 

From the first, its advance was resisted. Appeals were made to gov- 
eminent to stay its march centimes ago when use was first made of the 
power of flowing water. Labor took more direct measures by resorting 
to sabotage, smashing the looms which marked the beginning of the end 
of household industries. At the present time critics are pointing to 
technological unemployment as the most disconcerting of the evils 
which follow in its train, another name for the age-old grievance. 

More often than not, this is taken to mean that the machine is com- 
stantlv encroaching upon the right to labor and that the opportunity 
to earn a livelihood is constantly shrinking. In the narrow perspective 
of single industries this is true. The continuous mill in steel enables 
4 men, operating gigantic machines housed in a building 2^£ blocks 
long, to do the work formerly done by from 30 to 50 men. The con- 
tinuous furnace and automatic machine in glass have almost entirely 
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eliminated human labor, and machines of incredible deftness make 
and box matches and other articles without the touch of a finger. But 
these changes are probably no greater, relatively, than those ushered 
in by Stepnenson’s locomotive, which sounded the knell of the stage- 
coach and all that went with it, the passing of which is now one of the 

forgotten episodes of economic history. 

The general level of employment is rising, not falling, omcethe be- 
ginning of the century the number of workers has increased 20 per- 
cent more rapidly than the total population, and this in a periodwhen 
the machine was advancing most rapidly. 

population growth was 61.5 percent. From 1899 to 1929, industrial 

^ewS^S^h^more t^n filled the gaps as the old have fallen 
from the ranks. Thirty million people, it is estimated, are dependent 
for their living upon 5 industries which had not been bom or were in 
their infancy at the dawn of the century which has not yet run a third 
of its course. Bigger locomotives and better roadbeds have made it 
possible for crews to haul longer and heavier trains, and the railroads 
have been steadily increasing their traffic while reducing their pay- 
rolls— a continuation of the economic change which began when the 
locomotive supplanted the stagecoach. But new industrial armies have 
been recruited to build highways, operate motor trucks and buses 
and airplanes, and man the shops and garages to keep them inrcpair. 

Techno logical unemployment is an ailment resulting not from tne 
diminution of employment but from the immobility of employment, or 
its equivalent, industry. It arises not because there is less work to be 
done but because the worker is not in the right place and the equip- 
ment is not at hand to do it Boilermakers cannot be converted into 
automobile makers or textile weavers overnight. Mechanics cannot be 
shifted from a declining to a growing industry by a factory order. 
Glasshbwers cannot turn readily to another pursuit. Manufacture 
cannot be diverted from the mating of commodities of which there is 
a surplus to the making of commodities of which there is a dearth, or 
of entirely new commodities which must be fitted into the pattern 
of existence or adjusted to the fluctuations in demand due to a dozen 
causes, without a long period of preparation and adjustment. 

Left to itself, business sooner or later adapts itself to the conditions 
which impede its advance. Industry gathers its forces for new effort 
and masters the difficulties which brought it to a momentary halt. 
Gradually the maladjustment is righted, new tasks are set, unemploy- 
ment declines, and the economic balance— the ideal of perfection at 
which modem economists aim — is restored. ... . , 

But this is accomplished by the operation of the law of the l«mgle— 
the survival of the fittest Payment is exacted in appalling distress 
and untold waste, and the grim threat of such a disaster raises it to 
the stature of a calamity by halting expenditure, stimulating the un- 
due husbanding of resources to meet the anticipated shock, and check- 
ing consumption. The lethargic fear spreads to production, the pace 
of industry begins to lag, and the dreaded downward sweep of the 

business cycle is on. , 

The industrial structure cannot be buttressed against the tremors 
of industrial adjustment and change by the awakening of a sense of 
social justice or the intervention of a benevolent government, loo 
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often efforts to alleviate the hardships of unemployment have tho 
effect of prolonging it, as Great Britain’s experience with the dole has- 
revealed. Government attempts to counteract the oscillations fre- 
quently magnify the evil at which they are aimed. Glutted ■wbeat*. 



remedy, if one is to be found, must be a bus ines s remedy. 

m 

Business stability is still a nebulous phrase. It cannot, without un- 
due stretching, be made to fit the American ideal, which is based on 

g rowth, development, progress — all of t hem other names for change. 

ven in its more restricted sense, the constant balance of production 
and consumption, it might not be altogether desirable. Only by the 
arbitrary reg ulat ion and control of one or the other would it he 
practicable — at a cost which the public would probably he reluctant 

$he drive of individual enterprise which explores new paths, awak- 
ens raw desires, and creates new products does not go hand in hand 
with arbitrary regulation and control. The one, actuated by the spirit 
of adventure, looks constantly to new horizons and envisions new con- 
quests. The other holds to well-trodden ways. The public must choose 
between them. It cannot have both. , 

Production and employment could be kept at a constant level if the 
balancing were done on the side of consumption, and the public, in- 
stead of buying what it wanted, were compelled to take what was- 
given it. Bussia is conducting such an experiment on a colossal scale 
and it is the one country over which the shadow of unemployment has 
not fallen. Production has been stabilized, but by saying what food 
the people shall eat, what clothes they shall wear, and drawing the 
pa ttern of existence to which their lives ihall conform. It is inevitable 
that any prescribed level of living shall be a lower level than that 
which would be attained by the exhilarating stimulous of individual 
1 * . 

Tn an industrial democracy like the United States, produrtion is 
the servant, not the master, and industrial change may be regarded as 
a virtue, not a vice. The role of business is to meet new wants, to dis- 
cover new and better ways of satisfying the old, to adapt itself tothe 
mumrifis of wm iihr desire. There is no fixed and sta ndardiz e d order 

may adjust itself. There is no definitely pre- 



living 



sribedlaffc for it to doT The census reports that there are 202,000 

- * ' . By working 300 days m the 

hoes now made by the 



persons employed in the shoe industry. By woi 

year, 81,311 workers could produce all of the shoes 

202,000, but, to do this, it would he necessary to know a yea r m ad- 
vai. e what kinds of shoes the public would demand, what styles would 
strike its fancy. All of the shoes needed could probably be produced 
by a smaller number of workers if the public were compelled to take 
the kind of shoes the manufacturers might choose to make. B ut shoe s 
have l ong since ceased to he regarded merely as a protective coveting 
for the feet. 
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Business might have assumed * gamier degree of =a»Mity and, foy 

ia a A fnlnan jm a ** i ** - - - ■« mlTL _JL1C_ T1 % 





jC — — - ■ ■■!■■■■ hwwmmw " iaaii ■ — j ij^ 'T ^ i i amsw ciidai p qn. w> wjfi n~ 

czs were temporarily Ihrom out of en^tkynunt and djanunrifed &p- 
tories stood as a dismal reminder of tne price of noononrirp 5ns»3am. 
Undoubtedly, all of the evils of the present indmitriill ^stom an unit 
to be ascribed to a laudable effort on the mat of t breirness Tto the 

public what it wants. Unrestrained production lure led to a smpDuis 
otdi of plants and, of output in many ind ustries. Uoderire a system 
of reasonable direction and control is one of the ammcffiate gagfe it 
faces. But the essence of that direction sand oaffitadl amat-. Ihe - TOfl-nrn- 
tary cooperation, based on exact and (fi rm ij m^hpr^ T^ OTKbsaijje ®J 
knowledge and experience between the units 
It is 

tian. can 




for the multitude of changes riMi are .^nrrarivg; (SaShr ft© im- 
. its pro|iegsL ^Neither jiill 'gnrwinimwnt B» aniy moo® .-snwire^fTi il 
in charting m advance for industry a comae that will Be wfad3y 5 n 
placid 'waters. Government is much less jwnsiili re. ft© the ®ff 
appr o a ching economic storm than business itself. ®nainr.iist©lse 
doubted whether the public wJH fo^go its freedom to pmriiiSB the 
things it wants in order that production may be gsadfigam^ted 
the fluctuations and whims of oan smnwr . demand. WhafeaOTfefaafe 
the economic regime under which it has Bred is cm® under wSish the 
United ^ States has grown great This (oauntry ® the (am. in^antarat 
industrial power that has set up no aa rifiriall lfaBi iriBrsagg d i Ht tfflg grife 
erf unemployment, but, up to tne pre s en t rime, it har hahn Hess in meed 
of them than those countries where industry has laMm nmfer the 
shadow of gov ernment. 

IT 

Because the ul 1 i m a t ejgoal of perfect tfleiiduB^, ly riodi Inriuess 
can immediate adaotilarif to ehaurinr(oanditM^lRTnr# im St 



does n ot fo llow that the approach to it is hopdegfor MoffcadL jmwib 

toafrihire to attain it adeqnite reason far anappcig the pmsEBit Mir 

dnstnal system and setting up one that np^ht, in pjrfiw ^ pmanf.^ |» 
much worse, fn prospect, there «t*> fnmrnd ^aBEBKaes-^has daav- 

grwms because they cannot he wmwd iifaTy ©resraacae than bone 
they might jbe i gnored , in retrospect, there m a novd. of admere- 
especially during the past quarter icenfatry, aSmSi nmdsa^g- 
nificnit advance in the sdfnfahtian and a&omffiret of jrihafcr y 
and jurtifies the hope that eventually a wav uriEl he found f© reduce 
substantially Bib dq» and roes anaalh^it^ osri B aifigB s jEnBmw Sddi 
moat economic evils flow, and to assure a anfiaerit aM^Bare af 
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fort^ I\ CT niAij moflIiimpkypnmt of the State of New York said in 



Ihn tike liwpiti! at banee ud the eommmiitj; quite apart from tbe ho* 
mam aaAxac knoticd. norm pigment represents waste and a bar to progress. 
fndi i aftirii sEa mB knsra esa lenders and gos emment o fl icfala in this country are recog- 
snnac IUefr„ ena as tier imUjr their forces to meet the pre s en t need of 




^ iression began to appear in 

r^^h«1if wy irriA»an^TnfFri<^-rfeg fV'f ynrnp part countries — preceding by a 
ei»MrnHe period tbe coilair-e of the bull market in the United 
States — baseness was applying itself to the task of reducing the waste 
that mfm^lopirnt entails. 

Normal fluctuation in employment. labor turnover, is equivalent to 
ihr.lahnrqf 1^»00!|)0© to 1,750,00© workers in the manufacturing indus- 
tries. The CcgiinfsFfoner of Labor Statistics estimates that 2,700,000 
perspgg,€Hifcqf a total of miltfore industrial workers, change their jobs 

in the 




_ consum- 

ing capacity. Management, directing its attention to industrial rela- 
tions, is constantly trying to reduce this ebb and flow by improving 
roodrtDons under which employees work and live, by inducing them to 
identify fcfirir interest more closely with the interests of the industry 
in vrisieh. are enpfayed through stock ownership and increasing 
parrierptrtioer in the direction of its activities. The human has become 
! as important as the mechanical side of industry, but one lacks 
r and the dramatic elements of the other and is frequently 



**r t' *1 rt 1 



^ Fnm 375yft0© to 400,00© workers are affected by seasonal fluctuations. 
Substantial a wpes in overcoming these irregularities has already 
orewMade.^ Every one of the 16 industrial groups into which industry 
is derided in. the manufacturing census is represented by one or an- 
other of more than 200 individual plants or corporations which have 
wodertalcm stabjEamg operatfops. Some keep the stream of produc- 
tion at erm flow by adjusting it to the year-to-year rather than the 
gwgns-tn-aeiiSBet Jman^ mafcmg rtpeessaiy adjustment in accumu- 

lated stocks instead of in the rate of manufacture- Others accomplish 

indmum^for one commodity by the seasonal 
rise in the demand fiw another. StiH others, such as the fruit packers, 
artajaj heneeesBary flexibility of productiop by coldstoring of primary 
amteriafe which can be drawn upon as needed. Others, such as dairies, 
maae the process hr storing butter. Builders have extended sea- 
sonal cmerafaapslnr panning work under shelter during the inclement 
moMuas. 



These ejects to cntmlfract the effects of industrial change are con- 
fh^totheielafiiely narrow Emits of single industries, but signs of a 
wider neon of coo p er ati on to tbe same end are appearing on the 
lasns law Line. Tirade asso c i ations are turning their attention to 
■nlHiig with the general aim of adjusting production more ac- 
curately to nasniptim and avoiding the dislocations which result 
-firm namrep ometML 
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Efforts are being made to place reasonable limitations upon the num- 
ber of and varieties of manufactured commodities^ and to check 
the multiplication of styles, the most intangible and elusive of thefac- 

tors that malm for industrial uncertainty, springing in mrniy <»sesnwn 

an oyf PfflwignflflB on the side of production to meet the whims and 
idiosyncrasies of the few rather than the d em a nd s of the m any . The 

on industry — including leather manufacturers, shoe manuf acturers 
and distributors— is such an attempt to keep style c h a ng es 

within reasonable bounds. 

Cities, thr ou gh their chambers and associations of co mm erce, are 
ab andoning old booster methods of expanding their industries by the 
indis criminate acquisition of plants, and are seeking only those which 
tend to counteract, rather than add to, the seasonal swing of unem- 
ployment. The principal industries of Rochester, N.Y.. have evolved 
a plan of assuring to their workers a minimum period of . employment 
thr ou gh thi* year. Philadelphia, Pond du Lac, and other cities are 
working to similar ends. , 

These efforts constitute a beginning and are already fruitful of 
results, but their scope is limited. Many of the broader fluctuations 
and changes in industry lie beyond the control of individual manage- 
ment except in the case of the larger unit corporations — such as tel- 
ephone and telegraph, railroad, steel, public utilities— in which wide- 
spread operations are directed by centralized administrative author- 
ity. The same end can be achieved by closer cooperation, by the de- 
velopment of efficient trade associations. To look to the future, it is 
fair conclusion that the necessary administrative direction will be 
established in one way or another— by the establishment of gigantic 
ind ustrial units, each master of its own field, by the voluntary coop- 
eration of smaller units, or, ultimately, by the injurious substitution 
for private management of rigid government control. 

The laissez faire policy leads to the first. With every economic 
storm, smaller and weaker units are swept to destruction, clearing the 
wav for merger mid consolidation. The strong and the fit survive 
and extend their dominion ; the weak pay the cost. Congress attempted 
to stem this tide of change by erecting a barrier of antitrust laws, 
but it is a serious question whether, in attempting to regulate the 
effects, it did not prevent the regulation of the cause; whether, in halt- 
ing the stride of individual corporations toward industrial domination, 
it did not impede the advance of smaller corporations toward coUective 
management of larger industrial affairs, for the conduct of which the 
public is now demanding that they be held responsible. 

If the middle course is to be followed and industiy, through volun- 
tary cooperation, is to shoulder the burden of maintaining the ncer- 
tain economic balance and keep employment and productive enterprise 
more nearly on an even keel, the next practical step will be to enable 
industries to broaden the sphere of collective management in order 
to counteract the disturbing effects of economic change. Planning 
by individual industrial establishments to anticipate and prepare for 
changes, fluctuations in consumer demand, and technological 
development, might be broadened to planning by whole industries. 
Nor is there any economic reason why the process should stop there. 
As the individual manufa cturer achieves stability of operation by 
mtlring com plementary commodities, the seasonal fluctuations of which 



rt 



i 

i 



§ 

I 

1 





SELECTED READINGS IN EMPLOYMENT 



1701 



counterbalance one another, complementary industries might mutually 
strengthen and support one another. Moves in this direction have 
already been made. More than 60 industries dealing with one or 

on common 



V 

At most it is not to be expected, nor is it to be desired, that business 
shall so manage its affairs that it will reach a state of perfect quiescence 
and serenity unruffled by change. Many of the disturbing influences 
lie beyond its control. Political upheavals which upset world markets, 
tariffs which impede the normal now of trade currents, shifts in con- 
sumption due to changing custom, cannot be anticipated. The shadow 
of uncertainty cannot De altogether dispelled. 

But, although the level of the industrial stream rises and falls, from 
year to year its flow continues. Business at the present times rides in 
triumph when it is at flood and stagnates when its currents grow 
sluggish. But the mean flow determines the rate of progress, and to 
this mean flow it is beginning to adjust itself. Business has gone 
further in this direction in the past quarter century than in all the 
years since the industrial revolution swelled the trickling rivulets 
of commodify production to turgid torrents. It is beginning to limit 
its operations not by its capacity to make but by its capacity to sell, 
and the alternate dips and crests due to production outrunning con- 
sumption are slowly being smoothed out. 

Business management, in the case of individual establishments, has 
been able to gage and adjust itself to the mean level of consumer 
demand and reduce the margin of variation to such an extent that it 
is assured of a reasonable measure of continuity of operation, and 
can, by the same token, assure a reasonable measure of continuity of 
employment throughout the year. The necessary balance, to compen- 
sate for unforeseen changes, is attained by the device of insurance. 
By putting by a reserve from earnings when the tide is at its crest, to 
be drawn upon when the flow subsicks, the necessary adjustments to 
compensate for changes which cannot be calculated in advance may 
be made. 

Certain of the industries which meet needs that are continuous 
throughout the year and are not, for that reason, as subject as others 
to the fluctuations of a volatile or transitory demand— such as the 
trades affected by style changes— might, and probably will, follow 
the example of individual concerns. Whatever the rapids and narrows 
and the broad reaches where its currents lag, the stream of production 
flows on until it eventually meets the sea of consumption. In good 
times or bad, whether demand soars on the wings of speculative ela- 
tion or plods slowly under the burden of fear, certain basic wants must 
be met. Nor are these the elemental wants which might have been 
recognized as essential a century or less ago. In the United States, 
at least, there is a level below which the standard of living will not be 
brought by anything short of a cataclysm. The identification of these 
wants and the means to supply them, a better knowledge of the perma- 
nent as distinguished from the transitory elements of our economic 
life, of the continuous rather than the impulsive changes, will provide 
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a sufficient measure of certainty to enable busm^ to to forward 
confidently and to adjust the employment necessary to the performance 
Sf ttds task in such a way that the worker will have the assurance of 

* mS^Tthe causes, the effects of cyclical unemployment areob- 
vious. It might begin in the collapse of fictitious values created by 
an outburst of speculation, in the accumulation of 
pluses of commodities, in the scarcity of working capital o^rtiiefreoz- 
mg of credit— in the piling up of obstacles wiuch block the path of 
business. But it ends m fear and the loss of economic morale. Capital 
becomes apprehensive and investment lags. The worker begms to 
hoard his resources against the approaching rainy day. The buyer 
Wins to curtail his purchases. Consumption hesitates, demand be- 
imisto shrink, production declines, and the shadow of iffiemp%m®t 
§jj^ens. Frantic attempts to prepare for the disaster often hasten its 

C °H^efeM , of 0 ^ 1 OT^hat arise in the wake of depression of this 
magnitude can be allayed, many of them will probably “°t jippear 
at ml. If the worker were assured of a reasonable measure of employ- 
ment,* he would not husband his resources to meet the distress of unem- 
ployment, consumption would remain at a more nearly normal level, 

Pr T^ C bhghting e^t^of* cyclical depression are not due solely to tiie 
inability of the unemployed to spend, but also to the i disinclination of 
the employed to buy. In the United States at the beginning of this 
year thercrwere, according to the Department ofCommerceje mdhon 
unemployed, but the employed numbered probably 39 or 40 ^mil- 
lion P The saving of the many, rather than the deprivation of the 
few had most to do with the hesitancy that was felt throughout the 
business structure. If the employed or a substantial numher of the 
employed were assured that their work would continue, much of the 
apprehension would disappear, the business pace wouidquick^jand 
the margin of unemployment would probably oe substantially reduced. 

The jJrial approach to the problem presented by the cyclical depres- 
sion & to alleviate the distress of the unemployed, an obligation that 
must be recognized if society is to endure. The business approach 
is to safeguarathe security of the employed as well as to provide work 
for those^who are idle through no fault of their own ; to control, as far 
as may be consistent with the traditional ideal of ^^a^^on- 
sumption, the dislocations and changes winch retard the orderly ad- 
vanre of industry, and to develop its flexibility and resiliency so that 
it may adapt itself to new conditions which are the inevitable accom- 

Pa Dffi^t°as^^ainment of this ideal may be, it is P°t altogether 
visionary. Business has already laid a practical basis for further 
attempte along this line. If the methods already pursued by indi- 
vidual concerns can be followed by mdustnes and g^ U 5 S 
many of the hazards of employment will be avoided and industry 

^or^arly^^SnErriL industry has been building the gigantic 
productive machine which has lifted from millions of human beings 
the threat of starvation and want and has set new limits of sustenance 
for the increasing populations of the world. Beginnmg by harnessing 
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water, it brought steam under control and is now developing electricity 
and releasing the forces locked in the chemical balance of the constit- 
uents of matter. It has applied this power literally to the moving of 
mountains as well as to the stitching of gloves and the wrapping of a 
stick of chewing gum. 

It is conceivable that this resourcefulness has developed so rapidly 
that it has not been applied skillfully to the uses to which it may be 
put. It is inconceivable that it shall be arbitrarily halted because the 
most has not been made of it. Already business is occupied with the 
task of bri ng i ng this power under better direction and control. Hav- 
imj built the machine, industry is devising ways of using it to greater 
advantage. It is turning its attention from the development of pro- 
duction to development of distribution, to making the machine sub- 
servient, not hostile, to human needs. Perhaps industry is entering 
upon its second phase of revolutionary development, which is the 
logical sequence of the first industrial revolution which marked the 
rise of the present economic system. 

Of necessity this second phase must, for a time, be a record of ex- 
periment and trial. The habits and customs which characterize the 
world of business cannot be brought into conformity with a social ideal 
overnight But neither can they be recast in a new mold by arbitrary 
decree. It does not lie with Government any more than with any of 
its citizens to flout economic law, and only injury and misdirection 
and delay would result from political interference with the working 
out of these natural forces. 



[From “The Forum,” January 1831] 

CAUSES OP WORLD DEPRESSION 

(Bt John Maynard Keynes) 

The world has been slow to realise that we are living this year in the 
shadow of one of the greatest economic catastrophes of modern his- 
tory. But now that the man in the street has become aware of what is 
happening, he, not knowing the why and wherefore, is as full today 
of what may prove excessive fears as, pre^nously , when the trouble was 
first coming on, he was lacking in what would have been a reasonable 
anxiety. He begins to doubt the future. Is he now awakening from a 
pleasant dr pitm to face the darkness oi facts? Or is he merely 
dropping off into a nightmare which will soon pass away? # . 

He need not be doubtful. The other was not a dream. Tins is a 
ni ghtmar e, which will pass away with the morning. F or the resources 
of nature and men’s devices are just as fertile and productive as they 
were. The rate of our progress toward solving the material problems 
of life is not less rapid. We are as capable as before of affording for 
everyone a high standard of life — high, I mean, compared with, say» 
20 years ago — and will soon learn to afford a standard higher still. 
We were not previously deceived. But today we have involved our- 
selves in a colossal muddle, having blundered in the control of a very 
delicate machine, the working of which we do not understand. The 
result is that our possibilities of wealth may run to waste for a time— 

perhaps for a long time. ... 

I doubt whether I can hope, in this article, to bring what is m my 
mind into fully effective touch with the mind of the reader. I shall 
be saying too much for the layman, too little for the expert. For— 
though no one will believe it— economics is a technical and difficult 
subject. It is even becoming a science. However, I will do my best— 
at the cost of leaving out, because it is too complicated, much that is 
necessary to a complete understanding of contemporary events. 

MANUFACTURERS AND PRIMARY PRODUCERS 

First of all, the extreme violence of the slump is to be noticed. In the 
three leading industrial countries of the world— the United States, 
Great Britain, and Germany— 10 million workers stand idle. There is 
scarcely an important industry anywhere earning enough profit to 
make it expand, which is the test of progress. At the same time, in 
the countries of primary production the output of mining and of agri- 
culture is selling, in the case of almost every important commodity, at a 
price which, for many or for the majority of producers, does not cover 
its cost. In 1921, when prices fell as heavily, the fall was from a boom 
at which producers were making abnormal profits. But there is no 
example in modem history of so great and rapid a fall of prices from 
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a normal figure as has occurred in the past year. Hence the magnitude 

of the catastrophe. . 

The time which elapses before production ceases and unemployment 
reaches its maximum is, for several reasons, much longer in the case of 
the primary products than in the case of manufacture. In most in- 
stances the production units are smaller and less well organized among 
themselves for enforcing a process of orderly contraction; the length 
of the production period, especially in agriculture, is longer; the costs 
of a temporary shutdown are greater; men are more often their own 
employers and so submit more readily to a contraction of the income 
for which they are willing to work; the social problems of throwing 
men out of employment are greater in more primitive communities; 
and the financial problems of a cessation of production of primary 
output are more serious in countries where such primary output is 
almost the whole sustenance of the people. . . 

Nevertheless we are fast approaching the phase in which the output 
of primary producers will be restricted almost as much as that ox manu- 
facturers. This will have a further adverse reaction on manufacturers, 
since the primary producers will have no purchasing power wherewith 
to buy manufactured goods. And so on, in a vicious circle- 

In this quandary individual producers base illusory hopes cm courses 
of action which would benefit an individual producer or class of pro- 
ducers so long as they are alone in pursuing them, but which beneht 
no one if everyone pursues them. For example, . to restrict the output 
of a particular primary commodity raises its price, so long as the out- 
put of the industries which use this commodity is unrestricted; but if 
output is restricted all around, then the demand for the primaiy com- 
modity falls off by just as much as the supply, and no one is further 
forward. Or again, if a particular producer or a particular country 
cuts wages, then so long as others do not follow suit, that producer or 
this country is able to get more of what trade is going. But if wages 
are cut all around, the purchasing power of the community as a whole 
is reduced by the same amount as the -reduction of costs; and, again, 
no one is further forward. 

Thus neither the restriction of output nor the reduction of wages 

serves in itself to restore equilibrium. „ . ... , . 

Moreover, even if we were to succeed eventually in reestablishing 
output at the lower level of money- wages appropriate to (say) the 
prewar level of prices, our troubles would not be at an end. For since 
1914 an immense burden of bonded debt, both national and interna- 
tional, has been contracted, which is fixed in terms of money. Thus 
every fall of prices increases the burden of this debt, because it in- 
creases the value of the money in which it is fixed. 

For example, if we were to settle down to the prewar level of prices, 
the British national debt would be nearly 40 percent greater than it 
was in 1924 and double what it was in 1920; the Young plan would 
weigh on Germany much more heavily than the Dawes plan, which 
it was agreed she could not support; the indebtedness to the T T nited 
States of her associates in the great war would represent from 40 to 
50 percent more goods and services than at the date when the settle- 
ments were made; the obligations of such debtor countries as those 
of South America and Australia would become insupportable without 
a reduction of their standard of life for the benefit of their creditors; 
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agriculturists and householders throughout the worldj who have bor- 
rowed on mortgage, would find themselves the victims of their 
creditors. 

In such a situation it must be doubtful whether the necessary ad- 
justments could be made in time to prevent a series, of .bankniptci.es, 
defaults, and repudiations which would shake the capitalist order to its 
foundations. Here would be a fertile soil for agitation, seditions, and 
revolution. It is so already in many quarters of the world. Yet, all 
the time, the resources of nature and men’s devices would be just as 
fertile and productive as they were. The machine would merely have 
been jammed as the result of a muddle. But because we have magneto 
trouble, we need not assume that we shall soon be back in a rumbling 
wagon and that motoring is over. 



SOME LEADING QUESTIONS 

We have magneto trouble. How, then, can we start up again ? Let 
us trace events backward: . 

1. Why are workers and plant unemployed? Because industrialists 

do not expect to be able to sell without loss what would be produced 
if they were employed. . 

2. Why cannot industrialists expect to sell without loss? Because 
prices have fallen more than costs have fallen — indeed, cost have 
fallen very little. 

3. How can it be that prices have fallen more than costs? For costs 
are what a business man pays out for the production of his commodity, 
and prices determine what he gets back when he sells it. It is easy to 
understand how for an individual business or an individual com- 
modity these can be unequal. But surely, you say, considering the 
community as a whole the businessmen get back the same amount that 
they pay out, since what they pay out in the court of production 
constitutes the income of the public, and the public pays this income 
to the business men in exchange for their products. For this is what 
we understand by the normal circle of production, exchange, and 
consumption. 

4. No. Unfortunately this is not so: and here is the root of the 
trouble. It is not true that what the businessmen pay out as costs 
of production necessarily comes back to them as the sale proceeds 
of what they produce. It is the characteristic of a boom that the sale 
proceeds exceed costs j and it is the characteristic of a slump that costs 
exceed sale proceeds. Moreover it is a delusion to suppose that busi- 
nessmen can necessarily restore equilibrium by reducing their total 
costs, whether it be by restricting their output or cutting rates of 
remuneration | for the reduction of their outgoings may, by reducing 
the puchasing power of the earners (who are also their customers), 
diminish their sale proceeds by a nearly equal amount. 

5. How, then, can it be that the total costs of production for the 
world’s business as a whole can be unequal to the total sale proceeds? 
Upon what does the inequality depend? I think I know the answer. 
But it is too complicated and unfamiliar for me to expound it here 
satisfactorily. (Elsewhere I have tried to expound it accurately.) So 
I must be somewhat perfunctory. 
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Let us take, first of all, the consumption goods which come on the 
market for sale. Upon what do the profits (or losses) of the ppo- 
ducers of such goods depend! The total costs of production, which 
are the same thing as the community’s total earnings looked at from 
another point of view, are divided in a certain proportion between 
the cost of consumption goods and the cost of capital goods. The 
incomes of the public, which are again the same thing as the commu- 
nity’s total earnings, are also divided in a certain proportion between 
expenditure on the purchase of consumption goods and savings. 

Now if the first proportion is larger than th*> second, producersof 
consumption goods will lose mon^y; for their sale proceeds, which 
are'equal to the expenditure of the public on consumption goods, will 
be less (as a little thought will show) than what these goods have cost 
them to produce. If, on the other hand, the second! proportion is 
larger than the first, then the producers of consumption goods will 
pnakft exceptional gains. It follows that the profits of the producers 
of consumption goods can only be restored either by the public’s spend- 
ing a larger proportion of its income on such goods (which means 
saving less), or by a larger proportion of production taking the form 
of capital goods (since this means a smaller proportionate output of 
consumption goods) . 

But capital goods will not be produced on a larger scale unless the 
producers of such goods are making a profit. So we come to our sec- 
ond question: Upon what do the profits of the producers of capital 
goods depend? They depend on whether the public prefers to keep 
its savings liquid in the shape of money or the equivalent or to use 
them to buy capital goods or the equivalent. If the public is reluctant 
to buy the latter, then the producers of capital gcods will make a loss; 
consequently less capital goods will be produced, with the result that, 
for the reasons given above, producers of consumption goods will also 
make a loss. In other words, all classes of producers will tend to make 
a loss; and general unemployment will ensue. By this time a vicious 
circle will be set up, and, as the result of a series of actions and reac- 
tions, matters will get worse and worse until something happens to 
turn the tide. 

This is an unduly simplified picture of a complicated phenomenon. 
But I believe that it contains the essential truth. Many variations and 
fugal embroideries and orchestrations can be superimposed; but this 
is the tune. 

THE CREDIT SITUATION 

If, then, I am right, the fundamental cause of the trouble is the lack 
of new enterprise due to an unsatisfactory market for capital invest- 
ment. Since trade is international, an insufficient output of new capital 
goods in the world as a whole affects the prices of commodities every- 
where and hence the profits of producers m all countries alike. 

Why is there an insufficient output of new capital goods in the 
world as a whole ? It is due, in my opinion, to a conjunction of several 
causes. In the first instance it was due to the attitude of lenders, for 
new capital goods are produced to a large extent with borrowed money. 
Now it is due to the attitude of borrowers, just as much as to that of 
lenders. 
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For several reasons lenders were, and are, asking higher terms for 
loans than new enterprise can afford. First, the f act that enterprise 
could afford high rates for some time after the war while war wastage 
was being made good accustomed lenders to expect much higher rates 
than before the war. Second, the existence, of political borrowers to 
meet treaty obligations, of banking borrowers to support newly 
restored gold standards, of speculative borrowers to take part in 
stock exchange booms, and, latterly, of distress borrowers to meet 
the losses which they have incurred through the fall of prices,, all of 
whom were ready if necessary to pay almost any terms, has hitherto 
enable lenders to secure from these various classes of borrowers 
higher rates than it is possible for genuine new enterprise to support. 

Third, the unsettled state of the world and of national investment 
habits has restricted the countries in which many lenders are prepared 
to invest on any reasonable terms at all. A large proportion of the 
globe, is for one reason or another, distrusted by lenders, so that they 
•exact a premium for risk so great as to strangle new enterprise alto- 
gether. For the last 2 years, two out of the three principal creditor 
nations of the world; namely, France and the United States, have 
largely withdrawn their resources from the international market for 
long-term leans. 

Meanwhile, the reluctant attitude of lenders has become matched by 
a hardly less reluctant attitude on. the part of borrowers. For the fall 
of prices has been disastrous to those who have borrowed, and anyone 
who has postponed new enterprise has gained by his delay. Moreover, 
the risks that frighten lenders frighten borrowers, too. 

Finally, in the United States the vast scale on which new capital 
enterprise has been undertaken in the last 5 years, has somewhat ex- 
hausted for the time being — at any rate so long as the atmosphere of 
business depression continues — the profitable opportunities for yet 
further enterprise. By the middle of 1929 new capital undertakings 
were already on an inadequate scale in the world as a whole, outside 
the United States. The culminating blow has been the collapse of 
new investment inside the United States, which today is probably 20 
to 30 percent less than it was in 1928. Thus in certain countries the 
opportunity for new profitable investment is more limited than it was, 
while in others it is more risky. 

A wide gulf, therefore, is set between the ideas of lenders and the 
ideas of borrowers for the purpose of genuine new capital investment ; 
with the result that the savings of the lenders are being used up in 
financing business losses and distress borrowers, instead of financing 
new capital works. 

AFTER THE DIAGNOSIS 

At this moment the slump is probably a little overdone for psycho- 
logical reasons. A modest upward reaction, therefore, may be due 
atany time. But there cairnot be a real recovery, in my judgment, 
until the ideas of lenders and the ideas of productive borrowers are 
brought together again— partly by lenders becoming ready to lend on 
easier terms and over a wider geographical field, partly by borrowers 
recovering their good spirits and so becoming readier to borrow. 
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Seldom in modem history has the gap between the two been so wide 
and so difficult to bridge. Unless we bend our wills and our intelli- 
gences to find a solution along these lines, and are energized by a- 
conviction that this diagnosis is right, then, if the diagnosis is right,, 
the slump may pass over into a depression, accompanied by a sagging; 
price level, whim might last for years with untold damage to the mate- 
rial wealth and to the social stability of every country alike. Only 
if we seriously seek a solution will the optimism of my opening sen- 
tences be confirmed — at least for the nearer future. 

It is beyond the scope of this article to indicate lines of f ut.ure pdlicy. 
But there is no one who can take the first step except the central bunk- 
ing authorities of the chief creditor countries nor can any one central 
bank do enough acting in isolation. Resolute action by the Federal 
Reserve banks of the United States, the Bank of France, and the Bank 
of England might do much more than most people^ mistaking symp- 
toms or aggravating circumstances for the disease itself, will readily 
believe. 

In every way a most effective remedy would be tkat the central banks 
of these three great creditor nations should join together in a bold 
scheme to restore confidence to the international long-term loan mar- 
ket — which would serve to revive enterprise aad activity everywhere, 
and to restore prices and profits, so that in due course the wheels of the 
world’s commerce would go around again. Even if France, hugging 
the supposed security of gold, prefers to stand aside from the adven- 
ture of creating new wealth, I am convinced that Great Britain and 
the United States, like minded and acting together, could start the 
machine again within a reasonable time — if, that is to 6ay, they were 
energized by a confident conviction as to what was wrong. # 

For it is chiefly the lack of this conviction which today is paralyzing 
the hands of authority on both sides of the channel and on both sides 
of the Atlantic. 



[From the Forum, September 1932] 

THAT ELUSIVE EQUILIBRIUM 

(Bt Richard A. Lester) 

A century ago Carlyle said: “Teach a parrot the phrases ‘Demand’ 
and ‘Supply’ and you nave made a political economist.” Were he liv- 
ing today he would probably say : “Teach a parrot the phrases ‘Re- 
adjustment’ and ‘Equilibrium’ and you have made not only an econo- 
mist, but 6 businessmen, 16 bankers, half a financial page, and practi- 
cally the entire economic programs of both our leading political 
parties.” 

Readjustment and equilibrium. Will our financial page prophets 
never tire of telling us their bedtime stories? How often have we 
read of that “period of liquidation” we are passing through, that “re- 
adjustment” which is taking place “all along the line,” and that “equili- 
brium” which is so rapidly being restored ? 

Back in June 1931, B. M. Anderson, economist of the Chase National 
Bank, wrote in the Chase Bulletin : 

Readjustment is now in process. * * * Men released from work in one field are 
seeking work elsewhere. Businessmen, finding certain lines unprofitable, are 
looking eagerly for other lines which may be made profitable. * * * The process 
of reequilibriation is going on. 

Needless to say it is still going on ; that is, if it ever got started. 

One year later, June 19, 1932, to be exact, the genial Charles . M. 
Schwab made an address before the American Iron and Steel Institute, 
of which he is president. In the address, he said : 

“The revival of our industry depends not only upon balancing the budget in 
our own industry but also on the reestablishment of equilibrium in the total 
economy of commerce. * * * We and the rest of the world are the victims of 
a lopsided deflation. If at one stroke it had been feasible^ to deflate prices, 
security values, realty, wages, taxes, earnings, debts, and credits, all to the same 
degree and all at one time, the disturbance would have been relatively negligible, 
because the interrelationship of all the factors would have remained the same. 
In actual practice a uniform deflation never occurs, because some costs occupy 
a protected position, while other items yield more easily to economic upsets.” 
And Mr. Schwab ended his address with this delightful observation : “Not fear- 
ing the future, ready to face every issue, and determined to fight for what we 
believe, we are on the path toward equilibrium.” 

One is tempted to add an “Oh yeah?” to that last sentence. But 
instead, let us look at a few facts and figures to see what Mr. Schwab’s 
own industry is doing to help reestablish this so-necessary equilibrium, 
to prevent this “lopsidedness” which is prolonging our distress. 

A few days before his speech, the entire iron and steel industry ad- 
justed wages 15 percent downward, making a 25-percent cut in wage 
rates since the fall of 1930. The day he made his speech the papers 
announced : “Steel producers throughout the country are considering 
an advance of $2 a ton on steel slabs and billets to be delivered after 
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July 1” — an adjustment upward. And in his speech Mr. Schwab 
declared that Congress should put a higher tariff on iron and steel 
products — obviously so that foreign competition will not interfere 

with such upward adjustments. * _ . . „ . 

Such is the unselfish policy of our iron and steel companies— to cut 
wages paid and to increase prices charged. Is that, one wonders, the 
way the “readjustment” is to be brought about? Is that how the 
deficient purchasing power is to be provide^to buy the oversupply of 
goods our industries have produced s J&fxi&t how the lopsidedness 
which is prolonging our distress is to be corrected? Is that the policy 
which is to lead us “on the path toward equilibrium? 

You may wonder why I am emphasizing the words of Mr. bchwaD, 
I do so because they are typical of our business leaders, who preach one 
thing and then, as directors of large concerns, turn around and, hop- 
ing to advance their own selfish interests, practice the opposite. Mr. 
Schwab admits that “the disturbance. would have been relatively negli- 
gible” if some costs didn’t “occupy a protected position. The prices 
of iron and steel products are some of these “protected costs —costs 
to the construction industries which use them. The prices of some 
iron and steel products (bar iron and steel rails, for example) have not 
fallen since the slump began, and some other prices (wire nails, gal- 
vanized sheets, barbed wire ,wire rods, etc.) have been increased since 
the beginning of 1931— all this during a period m which prices in 
general have been continually falling over 12 percent a y^rand farm 
prices about 20 percent a year. Yet in spite of this, Mr. Schwab asks 
that these prices, already way out of line with prices in general, be 

given the added protection of a higher tariff. * , t 

How about the buyers of iron and steel products? Are they to be 
protected ? No. Their costs are increased by these higher prices for 
iron and steel products. Are the workers to be protected? No. 
They are “staggered” and their pay is cut as the companies see fit. 

But, you may complain, wouldn’t a tariff on iron and steel products 
help iron and steel workers? Let me reply by asking another ques- 
tion: Have these higher prices for steel products helped the workers? 
The answer is definitely, “No.” Because the prices of steel products 
are so high, the demand for steel products has fallen off until today 
our steel plants are operating at only 15 percent of their capacity, pay- 
rolls are 25 percent of what they were in 1929, and unfilled orders 
(largely for public works) are “the smallest on record.” _ 

These figures cause one to doubt whether even the iron and steel 
companies benefit a great deal by their price policy. However that 
may be, such a follow-the-leader price policy is, in most cases, detri- 
mental to the public welfare. Speaking on this point before the 
Cleveland meeting of the American Economic Association in Decem- 
ber 1930, Prof. Willard L. Thorp, of Amherst, said: 

The businessman at present is vigorously resisting any further reduction in 
prices. By concerted action the steel and copper industries appear to have 
succeeded in advancing prices in the face of large stocks on hand and idle 
capacity. Other businessmen are demanding * * * that the antitrust laws be 
relaxed in order that they may legally and publicly stabilize their industries. 
... Such stabilization of prices would probably mean in most industries 
increased fluctuations in production and employment. In fact, in those indus- 
tries in which price has been somewhat stabilized by the dominance of large 
corporations, as in iron and steel, the fluctuations in production have increased 
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in recent years. It is ttis price stabilization policy which in large part explains 
the results of investigations by the National Bureau of Economic Research show- 
ing that employment fluctuations are greatest in the case of large concerns. 
This policy tends to stabilize inventory losses and therefore stabilizes profits 
somewhat, but it may seriously increase the instability of the worker. 

Professor Thorp here clearly points out what it means to the worker 
to have large industries in monopoly positions peg their prices by 
allowing production, employment, ana payrolls to fluctuate. The 
next question is: How does such a policy affect not only the customers 
of the steel, cement, or aluminum companies by the economic well- 
being of the whole country ? 

Obviously the companies themselves do not bear the burden of relief 
m cessitated by such wide fluctuations in employment and payrolls. 
That burden, because of our American program of faith, hope, and 
strictly local charity, is thrown upon friends, relatives, and taxpayers, 
and not so much the income-tax payers as real estate owners, for be- 
tween 80 and 90 percent of our local taxes are levied on real estate. 

In the second place, those large industrial concerns which, through 
patent monopolies, trade associations, tariffs, etc., are able artificially 
to peg their prices and to force other producers who are enjoying that 
muck-lauded condition of competition (lauded the more the less there 
is of it) to bear the burden of the price fall. How does this come 
about? 

It is quite obvious that, if all commodity prices are increased at 
once, fewer commodities will be sold. With prices higher and our 
money incomes the same as before, we cannot buy so much. Likewise, 
if prices remain the same but our money incomes are cut off or at least 
decreased, we are forced to cut down on the amount we spend, and less 
goods will be sold. In either case we would suffer from “overproduc- 
tion,” because prices did not fall as they should have in order to 
sell all the goods which were for sale. 

Now if the prices of some items in our budgets remain fixed, and 
we cannot do without them (under this category public utility rates 
are especially important), we are, of course, forced to cut elsewhere. 
Some cut on luxuries; some on clothes ; some are forced to cut even on 
food — recent events have demonstrated that the human stomach is 
somewhat more elastic that Adam Smith seems to have supposed. It 
is in this way that the fixed utility rates and “stabilized” prices of some 
products cause a decrease in the demand for some other products. 
And if the producers of those other products cannot shut on produc- 
tion and peg their prices, the prices or their products are bound to fall. 

Take the case or the former. Unlike the steel company, he does not 
quote his prices to the buyer. His prices fluctuate with changes in 
demand and sunply and with speculation on the exchange. Again, 
unlike the steel company, he produces by the season, not according to 
unfilled orders. He can’t shut down part of his plant overnight, pro- 
duce at 15 percent of capacity, and declare that after July 1 the price 
of wheat will be 10 cents higher. Nor can he service-charge his unprof- 
itable crops as the banker service charges his “unprofitable” accounts 
(unprofitable till hoarding began — and then the tune changed, but 
not the charges). All this helps to explain why, though most farm 
products are absolutely essential for existence, their prices always fall 
furthest during a depression; why, though our population keeps on 
increasing and our crop production does not, prices of farm products 
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continually make new lows, whereas prices of many jf the ^ 
farmer has to buy are still the same or possibly higher than they were 
a year ago. As C. F. Hughes has pointed out “Af 

New York Times, “if the key to recovery lies in adjusting this unbal 

ance, then there is little sign of progress.” . 

This leads to the third point; namely, that this stebdizaUon of some 
individual prices, by forcing other prices to fluctuate all the more 
widely, only increases the “lopsidedness of our J? w 
words of Dr. Warren M. Persons, these “pegg^ 
rates now absorb such a large portion oftfie budgets of corporatioM 
and families as to result in a complete disarmament of Om pnce 
structure which acts as a ‘log-jam’ to recovery. Mr. Schwab is quite 
right “We and the rest of the world are victims of a lopsided defla- 
tion » B u t how he is able to jump from that observation to the con- 
clusion fhatCe are now on tie read to equilibrium” my simple mind 
simply cannot comprehend. 

“unfreeze” prices 

Instead of helping to remedy economic disturbances, the l^licies 
of some of our large corporations have been such as tend ^ 
mlEce the economic system. Their “frozen” prices hdp^ to 
bring on the boom and are now helping to prolongand ^^nsrfy 2|® 
demission The pretest of the 125 economists against repealing the 
antitrust laws pointed this out just the other day. Never fcforelave 
we had so many prices fixed either by monopoly or Government com 
missions as we had just before the crash andhave had since tnat event. 
That is a condition which, unlike prosperity, is not around any mythi- 

**“ ? ha ^°to h bri^ 

^Xp"i y bSowti» a ^tt“at a wSle cartels hadfae! 
them. England, by going off the gold standard, relieved her m dustry 
from some of the strain caused by fixed prices and wagere^.Int 
country most of us are still tiying to discover 

papers and singing “Happy days are here again,” or somethmg simi- 
lar, while chambers of commerce, corporation lawyers, and oth^s 
like James R. Garfield, chairman of the resolutions of 

Republican National Convention, clamor for repeal of the antitrust 
laws so that certain favored producers can freeze tlieir pnces tighter 
or raise them further. To be sure, the Democratic invention at 
Chicago defied big business by adopting a P latf °^ ^hich th 
“strict and impartial enforcement of the antitrust laws to P rev ®jt 
monopoly and Unfair trade Prices” is “advocated. However, the 
Renublicans will be in the saddle until March 4 at least. 

Tr aSTyears now we have been chasing those elusive elves, 
Drosneritv and equilibrium, from comer to comer along a downward 
SoDinff curve ofbusiness. During this period we have witnessed the 

seKattempts of the business , powe^&t-fe s to 
the exnense of the general welfare of the country. __ T hey have oeMi 
“freezmff” their prices and cutting down on production, ©ijployteddt, 
a^n^lk - vet they admit quite readily, when asked, that the de- 
pressionkthe^ result ^>f deficient consimerpurcha^^ nev^ 
Sing (or not wishing to realize), that their policy of high pnces 
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and small pay only aggravates this difficulty. Instead they blame 
Congress and talk glibly of a return of “confidence” — the return of 
which their very policies help to prevent. 

He is indeed an optimist who today talks of business “automatically 
adjusting” itself. Maladjustment led up to the crash, and we have 
been “maladjusted” ever since that sad event. Disequilibrium, not 
equilibrium, seems to characterize our business system. Adam Smith 
might well have talked of the “economic harmonies” and the “invisible 
hand” which guides all earthly things in a heavenly manner. ^ In those 
days it wasn’t quite so foolish^ during a period of economic difficulties, 
to advise sitting tight till “things readjusted” — fell back together 
again. But under our present conditions, a sit-tight retrenchment pol- 
icy is futile, for. confronted with a difficult situation, many of our 
business “leaders” react to it in a way that only aggravates the trouble. 
Our business structure has become too delicate to hold up under a 
falling price level and too rigid in parts for readjustments to occur 
automatically. As we have observed, certain powerful interests bring 
pressure to prevent their occurring. 

Tn such a condition an aggressive policy on the part of the Govern- 
ment is required if those prices which have already fallen the furthest 
are not to fall still further and if payrolls and employment are not to- 
decline from month to month as they have since the crash. Enforce- 1 
ment of the antitrust laws to prevent price pegging and cuts in utffity 
rates to bring them into line with prices in general would help to re- 
lieve those who are being pinched and impoverished by fixed prices. 
But such measures offer slight comfort to those who arc being crushed 
by fixed debts, the burden of which has been increasing with the fall 
in prices and the cuts in pay. There is no legal method of loosening 
up fixed debts as there is of fixed prices. Though ideas on prices have 
changed considerably since the medieval days of “just price,” ideas on 
debts have not changed since the days when prices were so invariable 
that they could be engraved on stone in the city marketplace. Today 
the only legitimate way debtors suffering from a dishonest dollar can 
be relieved is by a rise in the general level of prices, which would in- 
crease their incomes proportionately. An immediate and decided up- 
ward turn in the general curve of prices is imperative if widespread 
debt repudiation or more extensive pawnbroking by the Government is 
to be prevented. 

THE ADMINISTRATION’S EFFORTS 

For the past 9 months the administration has been trying to bring 
about such a rise in the level of prices — some call it inflation; others 
think “reflation” sounds less radical. No matter what the name, the 
fact is that it was an attempt to bring about credit expansion by 
means of bank relief through the Reconstruction Finance Corporation 
followed by purchases of Government securities by the Federal Re- 
serve banks. But the Federal Reserve banks cannot force private 
bankers to make risky loans or force unprofitable businesses to increase 
their bank borrowings. Both the banks and the borrowers must expect 
to profit from loans before such loans will be negotiated. It is just 
because bank credit is so tied up with profits that the administration’s 
policy has, so far, failed to bring about the hoped-for reflation. Each 
week the amount of bank credit outstanding continues to dwindle 
away. 
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That is all the more discouraging since the adn^stration’s re- 
construction and relief policy, bus been, and still is, based whol y 
the hope that individual initiative will soon bring about a martea 
rise in the level of prices. Now it is probably too a <> ^ ^ 
other thoroughgoing program for revival so that, should a rapid rise 
intoe priVelvfl fall to Sccur, as now seems likely, then devaluation 
( diminishing the gold content of the dollar to compensate for its rise 
m value) otsl new attempt at inflation will be the oniy alteraatives 
to a continued tightening of our belts, notch by notch, 
for a lucky break before another type of “readjustment takes place. 
Nowadays only professional optimists, financial-page writers, an 
apologetic business barons talk glibly of a quick, easy, and automatic 
return to equilibrium. 



a 



[From “The Unemployed Workers”, Tele University Press, 1940] 

JOB HUNTERS 

(By E. Wight Bakke*) 

The foreman tapped Joseph Torrio on the shoulder as he pulled 
the switch on his machine. “Clapham wants to see you, Joe. 

“You mean — I’m getting my time, Jim ?” 

“Just temporary, I hope, and you know what I think of your work, 
old man. It won’t be long — unless — but why worry about it? Clap- 
ham will give you the dope.” 

With a slow step Joe headed for the front office where Clapham, the 
company’s personnel department, was already telling some of his 
mates what Joe knew to be “the bad news.” He sat down on a bench 
in the outer office. His turn had come. Here he was an 18-year man. 
Others had been laid off one by one, but he had thought his job was 
safe. Why, he had been a foreman in the night shift during the war, 
and now Clapham was going to tell him the bad news. It wouldn t 
be easy for Clapham, for in spite of the fact that the workers dubbed 
the personnel department, “the worse-n-hell department,” Clapham 
was a good egg. He knew most of the men by sight if not by name. 

“Torrio,” called the office boy. 

As he walked out the front gate he could hardly remember what 
Clapham had said. He had been thinking his own thoughts. A 
phrase or two penetrated his preoccupation. “Tough break * * * no 
new orders ** * maybe only a short time * * * but better look around, 
no telling when * * * call you if things pick up.” 

This was not the first time he had been laid off, but this time the ugly 
rumors that “the company was slipping,” that “the whole damned 
country is on the rocks,” had created a fear he had not felt before. 
He’d lay off a couple of weeks — he deserved a vacation 'after 8 years 
of steady work. But if he didn’t get called back in that time, he’d start 
hunting another job. 

Joseph Torrio in 1933 had about 18,000 companions in the city who 
joined him in this search for work. What kind of job is looking for a 
job, and how did these workers \<ho had been “tola the bad news” go 
about that task? They came to unemployment with an economic 
equipment which we have attempted to describe in some detail. . We 
have suggested that they are motivated in their economic activity 
by the desire to play one or inore socially respected roles, to obtain the 
measure of economic security deemed possible by their associates, to 
gain an increasing degree or control over their own affairs, to under- 
stand the casual forces in their problems of self-maintenance. We 



*E. Wright Bakke la Sterling professor of economics, and director of the Labor and 
Management Center, Yale University. 
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have surveyed the essential controlling conditions of their gnomic 
environment and the effect of these in furthering or frustrating ’their 
progress toward these goals. We have recorded toe nornal adjust 
toerts made in toe face of these conditions, which adjustments provide 
them with a stock of habitual practices available as suggestive alter- 
natives in meeting the problem of unemployment. . , 

Tn the following 




chapters we shall try to share the experience of Torrio and his mates 
as they set about bridging the gap between jobs. 



THE JOB OP JOB HUNTING 

In a factory town the great majority of workers are accustomed to 
assume that factory employment is the major, if not the only, pos- 
sibility of making a living. J oseph Tomo after his 2weeks vacation 
“pounded pavements” for an additional 4 weeks. We need not go 
with him to every gate, but a sample of his experiences taken from 
his diary kept for us during that time will help us to unders and why 
he left off searching for that kind of job 6 weeks after his layoff. 



April 19, 193k 

Decided to have a go at the State employment office. Got there at 
8 Fellow I knew sitting on steps. Big sign there “No loitering m 
the doorway.” Janitor or someone came down and asked lum to move. 

“Are you going upstairs?” he asked. “If you are, go, but don t sit 
here.” The fellow jumped ; not looking at the janitor, he began a loud 
bluster about his father paying taxes to support the place and he could 
sit on the steps if he wanted to. When the janitor left, he returned 
to the steps for a moment. Meanwhile a group of people had gathered 

to see what was going on. ... . „ . A tto 

Asked the janitor when the manager would be in. He said, 9 
o’clock.” Decided to come back. When I got back, a lme had formed 
clear out into the street. I took my place. Officials and clerks kept 
coming and had a good cheery word for us as they passed. But after 
they had gone, many sarcastic remarks followed them like, Gives you 

a nice smile, but that’s all.” _ v , , ft 

The manag er himself drove up before the office a little past U 
appeared sore that there was no parking space in front of the office. 
The fellows standing outside purposely raised their voices so he could 
hear and made remarks such as, “Not much usecomm* h ere, they 
never do anything but tell you to come back in 60 days ; What d 
they ever do for me? — Nothing”; “First it was Apnl 1, then it 
was the 15th, and now it will be God knows when.” 

One of the young fellows asked an official of the bureau as he entered 
the building if there was anything in his line available— stated he was 
a soda jerker or plumber’s helper— or he’d “take anything. The 
official smiled and wanted to know if the fellow was following *he ads 
in the newspaper. The fellow returned to the group, swore a moment, 
ever got a job from the ads in a paper P 
Fellow next to me was apparently an electrician. He was sore be- 
cause he couldn’t get a PWA job. He said, “All these contractors 
have their own men and when this employment office tries to do the 
hiring for the PWA jobs, it doesn’t know where to get off. The PWA 
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provision reads that the contractor must take men from the State em- 
ployment bureau where they are able to do the work. Well, the bu- 
reau sends its men out. They work for a day, and then they are let go 
as not fit for the job ; then the contractor has fulfilled the specifications 
and hires his own men.” 

I register, but they say not much chance today ; maybe a week from 
today. I go out. Tony grabs my arm. He says, “Work? — there is 
no work. I go to the employment office. I stand and wait. Soon— 
my turn. I give the girl my card. She takes it, turns it over and 
over in her hand. Bluff— just to take uptime. By and by, she gives 
it back. ‘Sorry, nothing today.’ I say, •But I no work in 3 years, with 
seven children, what do I eat?’ She. reply, ‘Come back again, maybe 
soon there will be something.’ It is the big bluff.” 

Jim joins us at the foot of the stairs. He’s mad too. “God. I’m 
disgusted with this place, and everybody else is that I know. Some 
fine day a mob’s going to drop down on this place and tear it apart. 
I’m t elling you, these fellows from down around Wooster Street aren’t 
going to take this tomorrow business forever.” . 

Looks as though I’d be better off to depend on the grapevine. Word 
gets around plenty fast if they’re taking men on any place. 

April 27 

Up at 7, cup of coffee, and off to Sargent’s. Like to be there when 
the gang comes to work, the lucky devils. Employment manager not 
in. Waited in his outer office fitted with 6 benches and about 30 
nearly worn out chairs. Took a bench — looked more likely to stay up. 
Three others waiting, two reporting for compensation. Other one laid 
off 2 weeks ago and said he called at office every day. He inquired 
what I was doing and when I said “looking for work” he laughed. 
“You never work here? No? What chance you think you got when 
400 like me who belong here out ?” Employment manager showed up 
at 9 :30. I had waited 2 hours. My time has no value. A pleasant 
fellow ; told me in a kind but snappy way business was very baa. What 
about the future, would he take my name? Said he referred only to 
the present. Nothing more for me to say, so left. Two more had 
drifted into office. Suppose they got the same story. Must be a lot 
of men in New Haven that have heard it by now. 

Down Chestnut Street to Peck Bros. Thought something might 
be going there. Since beer bill they have been calling back old em- 
ployees, might have use for another hand. No real employment of- 
fice here. From street into a long hall with two offices both with clerks 
on each side of hall. Picked the wrong one. Smart flapper didn’t 
even speak just tossed her head and thumb in the direction of across 
the hall. Went across and another girl at an information desk asked 
if I had ever worked there before. Told her “No.” She said no 
immediate chance then, but I could file an application; but added, “It 
won’t do you no good as there is plenty of our own men to fill the jobs 
for some time to come.” Guess I won’t get a job till they’ve skimmed 
the cream from their own men. That’s proper of course and a good 
break for them. But if it’s like this all over, what’s the point in apply- 
ing for jobs? Filled out application anyway— might as well, didn’t 
have any better way to spend my time. No one else here looking for 

No heart for any more so dropped into J ake’s for a doughnut and a 
g lass of milk and then went home. 
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April 28 . , , . 

To New Haven Clock Co. Met a company ‘ dick who said plant 
was shut down till Monday. Gave me an application blaidcand sai<^ 
“You look all right, fill this out m ink. Do it neatly, and they ma^r 
give you a break. Do you know anybody mside? I said No. 
Thenhe shrugs his shoulders and says, “Well, I don t know if there 
is much use you sending this in then, but you might try. .. . 

In the afternoon went to the park and talked with men trying to 
find out what luck they had had. No good news. 

May 2 _ , „ __ 

Started out at seven for New Haven Clock Shop. No one m em- 
ployment office. Lady at information desk asked, What do you 
want?” I told her. She wanted to know if I had worked there be- 
fore and when I said “No,” she didn’t even ask if I l^d any experience 
in clockmaking (which I have). And when I started totell her so, 
she cut me off with, “No use— sorry/’ Suppose she gets tired too. 

From Clock Shop to E. Cowells & Co. who make auto Mmpment. If 
they want to have old men, well, I worked here m 1916 and 1917. 
Didn’t get to see anyone here because just a s you get to the haQ there is 
a big sign “No Help Wanted.” You can’t miss it, and I find it kmd 
of hard to disregard a sign of that type. I assume it means what it 
savs or they wouldn’t have gone to the trouble and expense to have it 
pamted. Til have to see a fellow I know who works there. He may 
Enow some way to get me on the call list, seemg how I once worked 

^Having heard Seamless Rubber was working quite steady I went 
down there Regular employment office furmshed with one bench. 
She?Xp,fCignep/wSg also, about lOmmutesa feUow 
asked us our business and told us very politely they had jobs even 
for skilled men, let alone laborers. No use to tell him I wasn t always 
a laborer for I never had done the skilled jobs on rubber. , 

Saw a sign hanging out of one place m gilt letters, No Help 
Wanted.” In gilt, mind you, as if to make it more permanent. 

Then to Bradley-Smith candymakers, where I had also worked be- 
fore. The first few days I hadn’t had the heart for mor^han a couple 
of tries a morning. I’m gettmg hardened to the word No_ now, 
though, and can stfck it out most of the morning. Bradley-Smith has 
no employment office. The telephone switchboard operator is appar- 
ently mshucted to switch off anyone looking for worfe,.as she made 
quick work of my question. I notice no one seems to be inducted to 
2nd out if we know anything about the business or wort Firms 
might be passing up some good bets for their torce. But appare tly 

^Walking 1 aw^^met^'two friends out going the rounds, too. They 
said it w£ uselL and that they were only Wkmg through forces of 
habit. That’s going to be me before long. Even if the J 4 
so I’m thinking it is useless to run around like this; you just appear 
ridiculous, and tiiat gets your goatr-or would if you kept it up too 
long Wish I had some drag with someone on the inside of one of 
those gates. I expect it’s that everyone knows they have to know some- 
one that keeps mefrom having more company at the 
offices. This is what a former pal of mine who is up at Yale calls 
“competition in the labor market,” I guess. Well, it s a funny compe- 
tition and with guys you never see. 



[From “The Atlantic Monthly,” May 1932] 

THE HUNGRY CITY 

A MAYOR’S EXPERIENCE WITH UNEMPLOYMENT 
(By Joseph L. Heffernan) 

I 

In December 1929, when I was mayor of Youngstown, 1 1 attended 
a conference on unemployment at Cleveland, called at the request of 
President Hoover. It was held at the chamber of commerce^ under 
the chairmanship of Mr. Elroy J. Kulas, president of the Otis Steel 
Co., and was attended by public officials of northern Ohio. 

Speaker after speaker told what his community would do to end the 
depression, and how quickly it would be done. The unemployed were 
to be set inarching gayly back to work without an instant’s delay, and 
the two-car garage was to be made ready for further enlargement. 
When it came my turn to speak, I said rather brutally : “This is all 

E lain bunk. We know that our cities and counties are in debt and have 
ond limitations imposed by the State. If all of us were to start this 
minute drawing up a program of public improvements, it would require 
months to get the legislation through. Why not tell the people the 
truth?” 

After the meeting many of the officials said to me: “Mayor, you 
are right. There isn’t much we can do. But we have to go along, 
don’t we?” 

Five months later I went to Germany and visited a number of cities. 
Everywhere I saw that the German people were in a bad way. On 
returning home, I made a public statement that Germany was on 
the verge of economic collapse, and predicted that the depression would 
take 5 years to run its course. Thereupon I asked for a bond issue of 
$1 million for unemployment relief. Many leading businessmen went 
out of their way to show their disapproval. One of them voiced the 
opinion of the majority when he said to me: “You make a bad mis- 
take in talking about the unemployed. Don’t emphasize hard times 
and everything will be all right.” An influential newspaper chastised 
me for “borrowing trouble, the depression would be over, the editor 
maintained, before relief would be needed. 

Discussion dragged on for several months, and the gravity of the 
situation was so deliberately misrepresented by the entire business 
community that when the bond issue Anally came to a ballot, in No- 
vember 1930, it was voted down. 



1 Mr. Heffernan was mayor for 4 years, from 1927 through 1931. — Editor. 
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Thus we passed into the early dayr; of 1931 — 14 months after the 
first collapse — with no relief in sight except that which was provided 
by the orthodox charities. Not a single move had been made looking 
toward action by a united community. 

Strange as it may seem, there was no way in which the city govern- 
ment could embark upon a program of its own. We had no funds 
available for emergency relief, and without specific authorization from 
the people we could not issue bonds. To get around that obstacle we 
urged the State legislature to amend the law so as to modify our bond 
limitation, but that body was reluctant to pass a relief bill. Finally, 
after a long delay, it agreed upon a halfway measure which permitted 
the cities to sell bonds for the limited purpose of providing for their 
indigents. It made no pretense of supplying new employment for the 
jobless, but it furthered this end to some degree by mdirection. Up 
to this time all funds for poor relief had been appropriated from gen- 
eral receipts, such as taxes. The new bonds removed this strain 
upon taxes, so that the money which had formerly been set aside for 
this purpose was released for public works. A few of the unemployed 
were thus given part-time jobs improving the parks. 

Inadequate as it was, this legislative relief was all that the great 
State of Ohio could bring itself to grant, and even this pittance was 
withheld until the crisis had already run through more than 18 dev- 
astating months. 

I have cited these instances from my experience as mayor of an indus- 
trial city because they illustrate perfectly the state of mind which 
has been America’s greatest handicap in dealing with the depression. 
Everyone will remember the assurances that were freely given out in 
November and December 1929 by the highest authorities in Govern- 
ment and business. The country, we were told, was “fundamentally 
sound.” Nevertheless, general unemployment continued to increase 
through the winter. Then in the spring of 1930 it was predicted 
that we might expect an upward turn any minute. Yet the summer 
slid past with hope unfulfilled. Winter came again, and conditions 
had grown steadily worse ; still nothing was done, because we were re- 
luctant to face the truth. Our leaders, having made a bad guess in the 
beginning, have been unwilling to admit their error. With the foolish 
consistency which is the hobgoblin of little minds, they have per- 
sistently rejected reality and allowed our people to suffer by pretend- 
ing that all would be well on the morrow. 

II 

In spite of the insurmountable handicaps under which the cities 
have labored in trying to cope with the emergency, desperate men and 
women out of work have stormed city halls from coast to coast de- 
manding jobs. It have been a waste of breadth for mayors to explain 
that they have no authority to put men to work when municipal treas- 
uries are empty. “Don’t hand us that,” is a response I have heard oyer 
and over again. “Do you mean to tell us that the city couldn’t raise 
the money if it wanted to ?” This, of course, has been the real tragedy 
of the situation : the cities could not raise the money. 

^3 
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One man I had known for years stood at my desk and calmly said : 
“Mv wife is frantic. After working at the steel mill for 25 years, 1 
have lost my job, and I’m too old to get other work. If you can t 
do something for me, I’m going to kill myself. I knew h® was 
perate. Through friends I managed to find him a little job where he 

could earn enough to keep body and soul together. 

In another instance a newspaperman urged me to find work for one 
of his neighbors, a man who had a wife and four sons— all rugged citi- 
zens who preferred to starve rather than accept public chanty. You 
could hardly believe what they live on,” the reporter told me. I he 

mother mixes a litle flour ana water, and cooks it in a frying pan. 
That is their regular meal.” Eventually I found work for one of the 

sons, and he became the sole support of the others. . 

. To . my home came a sad-eyed woman, the mother of nine children. 
No one in the family had had work in more than a year. How do 
you manage to live? 5 * I asked her. U I can’t tell you, she replied sim- 
ply ; “I really don’t know.” Christmas 1930 was marked by the usual 
campaign for the most needy cases, and this family was mcluded in 
the list. They got their Christmas basket all right, but when the holi- 
days were over they were no better off than they had been before. 

As time went on, business conditions showed, no improvement. 
Every night hundreds of homeless men crowded into the municipal 
incinerator, where they found warmth even though they had to sleep 
on heaps or garbage. In January 1931 1 obtained the cooperation o 
the city council to convert an abandoned police station into a flop- 
house/ The first night it was filled, and it has remained filled ever 
since. I made a point of paying frequent visits to this establishment 
so that I could see for myself what kind of men these down and outers 
were, and I heartily wish that those folk who have made themselves 
comfortable by ignoring and denying the suffering of their less fortu- 
nate neighbors could see some of the sights I saw. There were old 
men gnarled by heavy labor, young mechanics tasting the first bitter- 
ness of defeat, clerks and white-collar workers learning the equality 
of misery, dereclicts who fared no worse in bad times than in good. 
Negroes who only a short time before had come from southern cotton- 
fields, now glad to find any shelter from the cold, immigrants who had 
been lured to Van Dyke’s “land of youth and freedom”— each one a 
personal tragedy, and all together an overwhelming catastrophe for 

the Nation. , , x . , 

With the guest list filled, we entrusted the operation of the new 
caravanserai to one of the organizations that had had long experience 
in such work. Soon, however, a group of Communists appeared and 
set up soviet rule, and the officer in charge, threw up his hands in 
defeat. At this juncture I paid the place a visit to see what could be 
done. As I glanced over the men, my attention was arrested b y a p air 
of steady blue eyes which looked at me with a level gaze. . What s 
your name ?” I asked. 

“Wilson, sir.” I heard the heels click together. 

“Army or Navy ?” 

“Marines, sir.” 

“What rank?” 

“Sergeant, sir.” 
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“Sergeant,” I said, “the city has no funds to run this hotel. Un- 
less it can manage to support itself, I’ll have to turn you all out in the 
cold. Do you think you can run it and keep these Communists away? 

“If you put me in charge, sir, I’ll run it.” 

“Good! Appoint your details.” 

“All right, you men,” came the command, “line up in that other 
room. Outside, you fellows,” to the Communists, “and remember, 
don’t come back here unless you want me to mop up the floor with you.” 

Sergeant Wilson put the place under military discipline. The men 
were ordered out of their bunks at 6 o’clock every morning. Blankets 
were then rolled and cots stacked. (This equipment hadheen sent to 
us by the War Department.) All men not on detail were ordered to 
look for work about the city. A dispensary was set up, with doctors 
volunteering their services to attend to those who fell ill. A kitchen 
was established and details went forth each day under the escort of 
two policemen to solicit food. Trouble arose only once, when 50 Com- 
munists appeared on the scene and declared their intention to orga- 
nize “the workers.” Sergeant Wilson received the leader in true marine 
style, and the other 49 scattered without waiting to see how the battle 
would end. # 

Sergeant Wilson is still in command. He has disagreed with the 
city authorities on only one point. He wanted us to stop caUing his 
establishment a flophouse, and asked permission to put a new sign over 
the door. The sign read, “Friendly Inn.” Thousands of men who 
have wandered across the country looking for work will remember 
it. 

With the Friendly Tnn a going concern, the homeless men were pro- 
vided for, but many families in Youngstown remained in desperate 
need. To take care of them I made a quiet investigaiton among the 
city employees, and learned that most of them were willing to con- 
tribute to a special relief fund. When this was announced, however, 
the executive secretary of the community chest stated curtly that such 
relief measures were quite unnecessary. . I mention this espisode be- 
cause, again, it illustrates the point or view crisis. Such pronounce- 
ments have been made so repeatedly in certain quarters that one might 
almost think there was a conspiracy abroad in the land to conceal the 
gravity of the problems which this depression has raised. 

Ill 

I have often been asked about my experience with Communists. 
The depression bred agitators just as naturally as prohibition bred 
bootleggers. In the summer of 1930 the Communists at Youngstown 
solicited recruits among the unemployed. They demanded that the 
city council and the mayor provide jobs and give money to all who 
needed it; they organized marches on the city hall, and finally staged 
a grand rally in the public square. Their activities thrust forward 
troublesome questions of free speech and free assembly — questions 
which may look simple enough to the ordinary citizen, but those in 
authority never know how far it is safe to let things take their own 
course. In other cities the Communists had already had clashes with 
the police, and I wanted''tb y avoid similar disturbances if they could 
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be prevented. Thinking that it would be better to let (he agitators 
talk thar to suppress them and make martyrs of them, I decided to per- 
mit the rally. 

On the day of this demonstration the Communists descended on 
Youngstown from every city in the Northeast and Middle West 
They carried the usual banners and placards : “Don’t Starve — Fight,” 
“Down With the Bosses,” “Capitalism Must Go,” “Read the Daily 
Worker,” “To Hell With the Police.” There were cheers for Soviet 
Russia and seditious speeches, but the police had orders not to inter- 
fere, and after 2 hours of violent harangues the orators exhausted 
themselves to no purpose. The meeting broke up in a march on city 
hall, and we called it a day. 

For several months after this there were no other demonstrations. 
The winter of 1930-31 passed, but as the spring advanced we learned 
that the Communists had decided to make another effort to arouse 
the steel district. Youngstown, because of its great mills and the 
numbers of its unemployed, was to be the center of the battle. The 
campaign was to open on Memorial Day. The war veterans had al- 
ready been given ther customary permit to parade on this day, and 
if the Communists were also to march I was afraid there would be a 
clash between them. This, I thought, ought to be avoided in the 
interest of public safety. Therefore, when the Communists applied 
for a permit to parade, I refused it. Whereupon they announced 
that they would march without a permit. 

At this point the veterans began to take a special interest in the 
matter. They held meetings to consider what they would do if the 
Communists made trouble. For my part, I decided that everything 
would have to be left to the constituted authorities, so I announced 
that action from the outside could not be tolerated. The veterans 
acquiesced. Afterward, when it was all over, I talked with one of the 
commanders, who said to me, “If you had needed us, we were ready. 
But we did not want to add to your aifficulties.” 

Meanwhile we set calmly about our preparations to handle the 
emergency. Youngstown had been through a disastrous riot in 1917, 
as well as the steel strike of 1920, so we understood all the dangers of 
a public uprising. We realized that the agitators had selected Me- 
morial Day in order to emphasize, their class struggle. Among our 
large foreign-bom and colored population they thought they would 
have a fertile field for revolutionary doctrine, and they counted upon 
being able to work more effectively when these groups were conscious 
that they had no real part in the patriotic celebration. 

The chief of police was a large, slow-moving, unexcitable man with 
a good-natured face and a soft voice, but his courage was beyond ques- 
tion. A detail of mounted traffic officers was placed under the direc- 
tion of a captain who was experienced in managing crowds; he was 
a big, handsome Swede who wore his uniform as proudly as if he 
were Gustavus Adolphus with a triumphant army at his back. All 
available patrolmen and plainclothesmen were marshaled for special 
duty. Both the chief and the captain assured me that there was no 
cause for worry, that their men were cool and ready. But it was not 
a light responsibility to give the orders for this occasion which might 
see many men injured, some perhaps killed. It made me think back 
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to my war days in France, for I experienced something of the same 
k eyed -up feeling. 

When Memorial Day dawned the Communists poured into town 
in hundreds of trucks and automobiles. They had established head- 
quarters in vacant lots near the main street, and here they formed 
weir columns with a screen of children in the front of the line. When 
the leaders gave the command to march, the mounted police captain 
swung his men across the formation, at the same time saying to the 
mob, “You people can’t parade today, mayor’s orders.” He was an- 
swered by shouts: “Kill the police! Kill the police!” Stones and 
other missiles were hurled from tho crowd, and the captain was struck 
with a paving brick mid knocked from his horse. The bombardment 
continued to the accompaniment of curses, insults, and cries of defi- 
ance, with the marchers milling about and trying to get underway. 
Once more the police moved forward, the injured captain again m 
the lead. 

Before the hostilities commenced, a slight, dark-complexioned man 
of middle age had stood prominently on a truck giving directions to 
the crowd. He was recognized as the leader in command. As the 
parade started off and the marchers were intercepted, he had been the 
first to yell, “Fight ! Fight ! Kill the police !” But the moment the 
fighting began he leaped from his truck and ran like a rabbit in the 
opposite direction. He was captured 6 blocks away. 

In the meantime toe conflict had become a hand-to-hand engage- 
ment. The police, instructed not to use their guns, were roughly 
handled, and several of them sustained injuries that sent them to the 
hospital. The battle was over within 15 minutes, but a number of 
Communists were also hurt and had to be carried off in ambulances. 
More than 300 of them were taken to jail. Later the leader, who at 
first denied his identity, was brought to trial and convicted, but toe 
others were finally turned loose. 

An examination of toe Communists who were arrested made it evi- 
dent that a farflung campaign had been planned. Printed instruc- 
tions, maps, directions to places for eating mid sleeping — everything 
showed that careful attention had been given to details of organiza- 
tion. Companies of Communists had come from Cincinnati, Toledo, 
Cleveland, Akron ; Pittsburgh, Buffalo, Rochester, and other cities in 
Ohio, Pennsylvania, and West Virginia, The entire program, in fact, 
was dearly a movement of toe national Communist Party, and was in 
no sense a demonstration growing out of unrest among our own people. 

After this dash I announced that the Communists might hold a 
meeting at the public square whenever they chose to do so. It seemed 
toe best policy to give them this opportunity in order to avoid toe 
appearance of discriminating against then. They seized toe occasion 
ana made plans for a rally of national scope, with William Z. Foster 
as the main attraction. Some years before I had met Mr. Foster and 
was surprised at his erudition and quiet fortitude. I knew him to be 
a man of more capacity than his opponents liked to admit, but this 
Youngstown meeting passed off without any disturbance. The crowd 
was large but apathetic, and was evidently drawn together more by 
curiosity than by sympathy for communism. 
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Throughout this period the distress of the people, which the Com- 
munists had sought to exploit, continued without abatement. The 
great industries had displaced thousands of men, and business con- 
ditions showed no signs of improving. Many of the unemployed who 
had had small reserves to fall back upon in the beginning had Row 
exhausted their resources. One began to see destitute women walking 
the streets begging for food, and often small children trudged after 
them. In 1 week the chief of police reported to me that four women 
with nursing infants in their arms had sought shelter at police stations. 

By the early summer of 1931, demands for relief had become so 
heavy that the charity organizations were overwhelmed. Federal 
And State officials now admitted that they had sadly underestimated 
the gravity of the situation. By this time the city had come into pos* 
session of money from the first bonds that had been sold under the 
special bill passed by the legislature. We had planned a relief pro- 
gram of our own to supplement that of the charities, with disburse- 
ments apportioned throughout the year. The head of the Co mmun ity 
Chest pleaded with us, however, to take over immediately a number 
of his most urgent cases, and we could not refuse. Consequently we 
had to spend our money as rapidly as it came in, and the last half of 
the year was left to take care of itself, with the hope -that other funds 

could be raised at that time. ' . . , 

How does a city administer relief measures? The money which we 
had available for this purpose was turned over to the park depart- 
ment. Every man who applied for help had to submit to an investi- 
gation by the department of health. If the inspectors reported that 
his case was desperate, he was given an order on the superintendent 
of parks for 2 days* work a week. It was obviously impossible to ex- 
tend aid to any but the most hopeless cases. If a man owned a small 
home, if a young couple possessed furniture, if a woman had a good 
coat or her husband a presentable suit, these things had to be sacri- 
ficed first. Not until they had drained every other resource was official 
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Under these circumstances it is needless to point out that countless 
numbers of the most worthy citizens received no help at all. Indeed, 
Youngstown’s experience in unemployment relief proves beyond ques- 
tion that the benefits of such measures are confined almost wholly to 
colored people and those of foreign birth. Men of education, unfor- 
tunates m the class of white-collar workers, mechanics, and mill em- 
ployees who have held positions of consequence, are left out in the 
cold. They need help as badly as the others, but nothing has been 
done for them. Hosts of these newly poor, after exhaustmg every 
resource of cre dit and friendship, have sunk down to the lower .evels, 
from which they may never rise again. . ^ 

In the autumn of 1931 a final blow laid the city of Youngstown 
prostrate. The atmosphere was poisoned with a new fever of appre- 
hension, with rumors that began no one knew where and endedin 
panic. “Have you heard?” everybody whispered excitedly. “The 
banks * * * buzz, buzz, buzz * * ♦ the banks.” People who were 
fortunate enough to have money deposited hurried to withdraw it. 
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Day after day the drain continued, and the bankers had to stand by 
helplessly, while their reserves melted away. . Then three of the banks 
closed their doors, and fear ran riot. 

At once concerted efforts were made to protect the other banks. 
Depositors were besought not to withdraw their savings and were 
urged to bring back what they had carried away to hide. Statements 
calling upon the people to have confidence were issued to everyone 
of supposed influence. The ministers joined the campaign with ser- 
mons on civic faith and hope. But confidence was shattered. Had 
not everybody in authority, from the President down, been making 
optimistic statements for 2 years, and had not subsequent events dis- 
proved all predictions? Could anybody be trusted to tell the truth? 
Did anybody really know? People stood on the street comers asking 
each other anxious questions. Never before had all the old landmarks 
of security been so shattered. Never had Youngstown suffered such 
a shock to the spirit which had made it one of the great industrial 
centers of the world. Nobody could now deny that America was in the 
throes of a panic. 

Another winter was approaching. The numbers of the unemployed 
had increased, and suffering had grown acute. Many heads of fami- 
lies had not earned a penny in 2 years. Landlords clamored for their 
and sought evictions. Communists protested loudly and threat- 
^enedvto use force to put back anyone, who was dispossessed. Thousands 
of th$ city’s water bills were unpaid, and officials were tom between 
their desire to be charitable, their fear of disease if the water were 
cut off, and the city’s urgent need of money. Property owners could 
not pay their taxes, and delinquencies became appalling. 

Such a large proportion of the taxes were uncollectable mat the city 
and county governments had to face the certainty that unless, some- 
thing was done they would soon lack funds to operate. A wild clamor 
went up to reduce public expenditures. (A year before, the cry had 
been to keep men at work.) The budget for 1932 would have to be 
cut 40 percent. This meant that innumerable men who had been 
saved from starvation by doing part-time work would have to be turned 
away to join the ranks of the wholly unemployed. In consideration 
of this dilemma a special 1-mill tax levy for relief was finally voted 
at the November election, but it was apparent that the returns from 
this source would have to be substantially discounted because of tax 
delinquencies. As in Cle veland, we adopted the slogan, "Pay your 
taxes, so the hungry can be fed,” and the words meant just what they 
said, for by this time the private charities were swamped, desperate, 
and bankrupt. '* * 

Such was the state of affairs in — Youngstown as we turned the cor- 
ner of the new year, and it is common knowledge that many another 
once-thriving community now finds itself in the same predicament. 
What 1932 may do to alter these conditions no one can say, but per- 
haps we should take cold comfort in the thought that, no matter what 
turn events may take, they are bound to induce a change for the bet- 
ter, since it is hardly conceivable that the situation can grow much 
worse than it already is. 
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Often, as I have watched the line of jobseekers at the city hall, I 
have had occasion to marvel at the mysterious power that certain 
words and phrases exercise upon the human mind. A wise man once 
observed that words rule mankind, and so it is in America today. 
Prominent politicians and businessmen have repeatedly stated that, 
come what may, America must not have the dole. To be sure, we should 
all be much happier if we could get along without a dole, but the sim- 

S le truth is that we have it already. Every city in the land has had a 
ole from the moment it began unemployment relief. The men who 
apply for help know that it is a dole. The officials who issue work 
orders can be in no doubt about it, for the work done in no way justi- 
fies the money spent, except on the basis of a dole. 

Why, then, si, much concern about the word ? Perhaps because, if 
we were honest enought to recognize unemployment relief for the dole 
it really is, we should also have to be honest enough to admit that the 
depression is a catastrophe of historic proportions, and courageous 
enough to deal with it accordingly. One alternative to the dole would 
be to let all the unfortunates starve to death, but so far no one. has 
advanced this proposal, although some have come pretty close to it in 
saying that the way out of the depression is to let nature take its course. 

Those who have not been willing to go so far as that have main- 
tained, however, that each community must look after its own unem- 
ployed, and that under no circumstances must the Federal Govern- 
ment assume any responsibility for them. For 2 years local communi- 
ties have carried the burden unassisted, and many of them, like 
Youngstown, have prostrated themselves in doing it. We of the 
cities have done our best, laboring against conditions which were 
beyond our control. But, even if we are .given full credit for trying, 
we must now admit that we have failed miserably. Whether this was 
caused by a lack of simple charity in the hearts of our people or by our 
incapacity to manage our financial problems is beside the point. The 
fact of our failure is patent. We of the cities have not advanced a 
single new idea on unemployment or its relief. We have not dared to 
consider the fundamental questions raised by our social and economic 
collapse. We are still as stupidly devoted as ever to the philosophy 
of laissez faire, and we face the future bewildered, and purposeless. 
Our one great achievement in response to this national catastrophe 
has been to open soup kitchens and flophouses. 

And nobody has taken the trouble to weigh the consequences of our 
well meant but ineffective charity upon the moral fiber of the American 
people. Seventy years ago we fought a civil war to free black 
slaves; today we remain indifferent while millions of our fellow. citi- 
zens are reduced to the status of paupers.. There is a world of differ- 
ence between mere poverty and pauperism. The honest poor will 
struggle for years to keep themselves above the pauper class. With 
quiet desperation they will bear hunger and mental anguish until ev- 
ery resource is exhausted. Then comes the ultimate struggle when, 
with heartache and an overwhelming sense of disgrace, they have to 
make the shamefaced journey to the door of public charity. This, is 
the last straw. Their self-respect is destroyed; they undergo an in- 
sidious metamorphosis, and sink down to spiritless despondency. 



1729 



& 



SELECTED READINGS IN EMPLOYMENT 

This descent from respectability, frequent enough in the best of 
times, has been hastened immeasurably by 2 years of business paralysis, 
and the people who have been affected in this manner must be num- 
bered in millions. This is what we have accomplished with our 
breadlines and soup, kitchens. I know, because I have seen thousands 
of these defeated, discouraged, hopeless men and women, cringing and 
fawning as they coipe to ask for public aid. It is a spectacle of na- 
tional degeneration. ” That is the fundamental tragedy for America. 
If every mill and factory in the laud should begin to hum with pros- 
perity tomorrow morning, the destructive effect of our haphazard 
relief measures would not work itself out of the Nation’s blood until 
the sons of our sons had expiated the sins of our neglect. 

Even now there are signs of rebellion against a system so out of 
joint that it can only offer charity to honest men who want to work. 
Sometimes it takes the form of social agitation, but again it may show 
itself in a revolt that is absolute and final. Such an instance was re- 
ported in a Youngstown newspaper on the day I wrote these lines : 

Father op 10 Drowns Self 

JUMPS FROM BRIDGE, STARTS TO SWIM, GIVES UP, OUT OF WORK 2 TEARS 

Out of work 2 years, Charles Wayne, aged 57, father of 10 children, 
stood on the Spring Common Bridge this morning, watching hundreds 
of other persons moving by on their way to work. Then he took off his 
coat, folded it carefully, and jumped into the swirling Mahoning 
River. Wayne was bom in Youngstown and was employed by the 
Republic Iron & Steel Co. for 27 years as hot millworker. 

“We were about to lose our home,” sobbed Mrs. Wayne. “And. the 
gas and electric companies had threatened to shut off the service.” 



[From “The Great Crash/’ Houghton Mifflin Co., Publishers] 

“WATCHMAN, WHAT OF THE NIGHT?” 

Isaiah 21: 11 

(Br John Kenneth Galbraith) 

The military historian when he has finished his chronicle is ex- 
-cused. He is not required to consider the chance for a renewal of war 
with the Indians, the Mexicans, or the Confederacy. Nor will anyone 
press him to say how such acrimony can be prevented. But economics 
is taken more seriously. The economic historian, as a result, is in- 
variably asked whether the misfortunes he describes will afflict us 
again and how much they may be prevented. 

The task of this book, as suggested on an early page, is only to tell 
what happened in 1929. It is not to tell whether or when the mis- 
fortunes of 1929 will recur. One of the pregnant lessons of that year 
will by now be plain: it is that very specific and personal misfortune 
awaits those who presume to believe that the future is revealed to them. 
Yet, without undue risk, it .may be possible to gain from our view of 
this useful year some insights into the present, and the future. We 
can distinguish, in particular, between misfortunes that could happen 
again and others which events, many of them in the aftermath of 1929, 
have at least made improbable. .And we can perhaps see a little of the 
form and magnitude of the remaining peril. 

II 

At first glance the least probable of the misadventures of the late 
twenties would seem to be another wild boom in the stock market 
with its inevitable collapse. The memory of that autiunn, although 
now much dimmed, is not yet gone. As those days of disenchantment 
drew to a close, tens of thousands of Americans shook their heads and 
muttered, “Never again,” In every considerable co mmunit y there are 
yet a few survivors, aged but still chastened, who are still muttering 
and still shaking their heads. The new era had no such guardians ox 
sound pessimism. 

Also, there are the new Government measures and controls. The 
powers of the Federal Reserve Board — now styled the Board of Gov- 
ernors, the Federal Reserve System — have been strengthened both in 
relation to the individual Reserve banks and the member banks. 
Mitcheirs defiance of March 1929 is now unthinkable. What was then 
an act of arrogant but not abnormal individualism would now be re- 
garded as idiotic. The New York Federal Reserve Bank retains^ a 
measure of moral authority and autonomy, but not enough to resist 
a strong Washington policy. Now also there is power to set margin 
requirements. If necessary, the speculator can be made to post the full 
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T>ric6 of the stock he buys. While this may not completely discourage 
him, it does mean that when the market falls there can be no outsurge 
■of margin calls to force further sales and insure that the liquidation 
will go through con tinuing spasms. Finally, the Securities and Ex- 
change C ommission is an effective bar to large-scale market manipula- 
tion, and it also keeps rein on the devices and the salesm an s h ip by 
which new speculators are recruited. . 

Yet, in some respects, the chances for a recurrence of a speculative 
•orgy are rather good. No one can doubt that the American people 
remain susceptible to the speculative mood — to the.conviction that en- 
terprise can be attended by unlimited^ rewards in which they, in- 
dividually, were meant to share. A rising market can still bring the 
reality of riches. This, in turn, could draw more and more people to 
participate. The government preventatives and controls are ready. 
In the hands of a determined government their efficacy cannot be 
doubted. There are, however, a hundred reasons why a government 
will determine not to use them. In our democracy an election is in 
the offing even on the day after an election. The avoidance of de- 
pression and the prevention of unemployment have become for the 
politician the most critical of all quesnons of public policy. Action 
to break up a boom must always be weighed against the chance that 
it will cause unemployment at a politically inopportune moment. 
Booms, it must be noted, are not stopped until after they have started. 
And after they have started the action will always look, as it did to 
the frightened men in the Federal Reserve Board in February '929, 
lilrft a decision in favor of immediate as against ultimate death. As 
we have seen, the immediate death not only has the disadvantage of 
being imme diate but of identifying the executioner. 

The market will not go on a speculative rampage without some 
rationalization. But during the next boom some newly rediscovered 
virtuosity of the free enterprise system will be cited. It rill be 
pointed out that people are justified in paying the present prices — 
indeed, almost any price — to have an equity position in the system. 
Amon g the first to accept these rationalizations will he some of those 
responsible for invoking the controls. They will say firmly that con- 
trols are not needed. The newspapers, some of them, will agree and 
speak harshly of those who think action might be in order. They 
will be called men of little faith. 

As this is written in the late autumn of 1954, the stock market has 
been rising rapidly. Some of the averages, including the Dow- Jones 
industrials, are above the level of September 3, 1929, although these 
averages are not useful for such long-range comparisons. In other 
respects the boom of 1954 is a pale imitation of 1929. Volume on the 
best days does not yet rise above 4 million. Brokers’ loans are only 
a fraction of the 1929 peak. Yet for the person who loves history 
and yearns to see it repeated, there is encouragement. Stocks are 
high, it is said, because people have come to recognize the importance 
of having an equity position in American enterprise. On December 
6, 1954, George W. Humphrey, the Secretary of the Treasury and the 
sixth to hold the office since the resignation of Andrew W. Mellon in 
1932, was asked what the Government was doing about this incipient 
boom. He replied that to his knowledge there was nothing the Gov- 
ernment “could appropriately do at tins time.” Other Washington 
spokesmen said the market was realistu^ 
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A new adventure in stock market speculation sometime in the future 
followed by another collapse would not have the same effect on the 
economy as in 1929. Whether it would show the economy to be funda- 
mentally sound or unsound is something, unfortunately , that will not 
be wholly evident until after the event. There can be no question, 
however, that many of the points of extreme weakness exposed in 
1929 or soon thereafter have since been substantially strengthened. 
-The distribution of income is .no longer quite so lopsided. Between 
1929 and 1948 the share of total personal income going to the 5 percent 
of the population with the highest income dropped from nearly a 
third to less than a fifth of the total. Between 1929 and 1950 the share 
of all family income which was received as wages, salaries, pensions, 
and unemployment compensation increased from approximately 61 
percent to approximately 71 percent. This is the income of everyday 
people. Although dividends, interest, and rent, the income charac- 
teristically of the well-to-do increased in total amount, the share 
dropped nom just over 22 to just over 12 percent of total family per- 
sonal income. 1 

Similarly, in the years since 1929, the great investment trust pro- 
motions have been folded up and put away, or they have become cau- 
tious and respectable. Nothing of equal extravagance has yet ap- 
peared to take their place. The SEC, aided by the bankruptc y la ws, 
has flattened out the great utility holding company pyramids. There 
has been a new age of mergers, but it does not seem yet to have pro- 
duced any such Napoleonic bandits as Krueger or so far to have en- 
couraged illusions of destiny in stock jobbere like Hopson or Insull. 
Federal insurance of bank deposits, even to this day, has not been given 
full credit for the revolution that it has worked in the Nation’s banking 
structure. With this one piece of legislation the fear which operated 
so efficiently to transmit weakness was dissolved. As a result the 
grievous defect of the old system, by which failure begot failure, was 
cured. Rarely has so much been accomplished by a single law. 

The problem of the foreign balance is superficially little changed 
from what it was 25 years ago. Now, as then, the United States finds 
itself with a propensity to sell more than it buys. And now, as then, 
the difference is being covered by the direct export of funds. How- 
ever, the disequilibrium in the balance of payments ^now has the enor- 
mouse virtue of being chronic. The expedients with which we now 
fill the gaps are military aid, Export-Import and International Bank 
loans, economic aid, and point 4 assistance. In contrast with the 
loans to Latin American republics and the German municipalities, 
they are relatively invulnerable to shock. A crash in the stock mar- 
ket would affect them but little if at all. 

Finally, there has been a modest accretion of economic knowledge. 
A developing depression would not now be met with a fixed determina- 
tion to make it worse. Without question, no-business conferences 
would be assembled at the White House. We would see an explosion 
of reassurance and incantation. Many would urge waiting and hop- 
ing as the best policy. Not again, however, would people suppose that 



1 These data are from Goldsmith et al.. “Slse of Dlatrlbotlon of Income,” pp. 16, 18. 
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the best policy would be — as Secretary Mellon so infelicitously 



a considerable difference between a failure to do enough that is right 
and a determination to do much that is wrong. 

Other weaknesses in the economy have been corrected. The much 
maligned farm program provides a measure of security for farm 
income and therewith for spending by farmers. Unemployment com- 
pensation accomplishes the same result, if still inadequately, for labor. 
The remainder of the social security system — pensions and public as- 
sistance — helps protect the income and consequently the expenditures 
of yet other segments of the population. The tax system is a far better 
servant of stability than it was in 1929. An angry god may have en- 
dowed capitalism with inherent contradictions. But at least as an 
afterthought he was kind enough to make social reform surprisingly 
consistent with improved operation of the system. 



Yet all this reinforcement notwithstanding, it would probably be 
imwise to expose the economy to the shock of another major specular 
tive collapse. Some of the new reinforcements might buckle. Fissures 
might open at new and unexpected places. Even die quick withdrawal 
from the economy of the spending mat comes from stock market gains 
might be damaging. Any collapse, even though the further conse- 
quences were small, would not be good for the public reputation of 
Wall Street. 

Wall Street, in recent times, has become, as a learned phrase has 
it, very “public relations conscious.” Since a speculative collapse can 
only follow a speculative boom, one might expect that Wall Street 
would lay a heavy hand on any resurgence of speculation. The Fed- 
eral Reserve would be asked by bankers and brokers to lift margins to 
the limit; it would be warned to enforce the requirement sternly 
against those who might try to borrow on their own stocks and bonds 
in order to buy more of them. The public would be warned sharply 
and often of the risks inherent in buying stocks for the rise. Those 
who persisted, nonetheless, would have no one to blame but them- 
selves. The position of the stock exchange, its members, the banks, and 
the financial community in general would be perfectly clear and as 
well protected in the event of a further collapse as sound public re- 
lations allow. 

%As noted, all this might logically be expected. It may not come to 
pass. This is not because the instinct for self-preservation in Wall 
Street is poorly developed. On the contrary, it is probably normal 
and may be above. But now, as throughout mstory, financial capacity 
and political perspicacity are inversely correlated. Longrun salvation 
by men of business has never been highly regarded if it means dis- 
turbance in the present. So inaction will be advocated in the present 
even though it means deep trouble in the future. Here, at least equally 
with communism, lies the threat to capitalism. It is what causes men 
who know that things are going quite wrong to say that things are 
fundamentally sound. 



* Quoted by Herbert HooTer, “Memoirs,” p. 30. 




liquidate real estate.” 2 Our determination to deal firmly and ade- 
quately with a serious depression is still to be tested. But there is still 
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PART II. DEPRESSION PROGRAMS AND 

PROPOSALS 

[From the Congressional Digest, January 1931] 

EFFORTS IN CONGRESS TO STABILIZE EMPLOYMENT* 

Chronology — 1907-29 

1907 . 

The genesis of the present TJ.S. Employment Services is contained in 
section 40 of the Immigration Act of February 20, 1907, which author- 
ized a Division of Information in the Immigration Service of the De- 
partment of Labor, charged with the duty of promulgating a beneficial 
distribution of aliens, admitted to the United States, among the States 
desiring immigrants. This Division was continued until January 3,. 
1918. (See under that date below.) 

19U 

Because of an economic depression, the problem of unemployment 
in the United States began to attract widespread public attention. It 
was the subject of legislation or administrative action in several States 
which resulted in the establishment of temporary or permanent State 
agencies to aid unemployment. . , . _ , . , 

In this year a number of bills were mtroduced in Congress to estab- 
lish a Federal system of employment bureaus. After holding hearings 
the House Committee on Labor reported a bill for this purpose but it 
failed to receive action. . . 

The U.S. Commission of Industrial Relations, a commission ap- 
pointed by President Wilson to make a general survey of industrial 
conditions throughout the country, recommended the creation of a 
Bureau of Employment within the Department of Labor to cooperate 
with State employment bureaus. 

Although no central Federal employment agency was set up, the 
Department of Labor, on its own initiative, obtained the cooperation 
of the Post Office Department and the Department of Agriculture and 
by augmenting the Information Division of the Immigration Service, 
established in 1907, practically set up a job-finding system on a national 
scale. 

1917 

The question of a Federal employment service again came up in con- 
nection with the war emergency. Congress appropriated $250,000 for 
use by the Department of Labor. This was supplemented by $2 million 
from the President’s emergency fund. This money was used for the 
establishment of emergency employment offices under Federal direction 
all over the country, numbering at one time between 800 and 900. 

In December President Wilson recommended to Congress authoriza- 
tion of public works on a large scale to prevent widespread unemploy- 
ment. Congress did not act, but the War Department used existing; 
public projects to find employment for demobilized soldiers. 
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1918 

'Oil January 3, administration of the U.S. Employment Service as a 
distinct and separate unit of the Department of Labor was inaugurated 
under an order promulgated January 3, 1918, by the Secretary of 
Labor. On that date complete instructions for the creation of an em- 
ployment service as a distinct and separate unit were issued. Seven 
divisions were provided for: Women’s, Information, Service Reserves, 
Farm Service, Investigation, Statistical, and Service Offices. The U.S. 
Employment Service nas continued to function under an annual ap- 
propriation ever since. 

1919 

In April the Department of Labor, at the instance of President Wil- 
son, called a conference at which the Governors of States and various 
Federal and State employment offices were represented. This con- 
ference urged the continuation of the Federal employment agency 
system as a permanent bureau of the Department of Labor. The 
Kenyon-Nolan bill were introduced in Congress to carry out these 
recommendations, and were given the endorsement of President Wilson 
in a message to Congress. 

This bill was supported by the American Federation of Labor and 
various social welfare organizations. It was reported by the House 
Committee on Labor, but Congress took no action. 

Along with nearly all war emergency appropriations, those for the 
Federal employment service were cut down to a minimum by Con- 
gress in 1919. 

1920 \ 

A second industrial conference called by President Wilson recom- 
mended the planning of public works, and the creation of an employ- 
ment clearinghouse under Federal control, to cooperate with State 
bureaus. 

1921 

In September a Conference on Unemployment was called by Presi- 
dent Harding, and Herbert Hoover was named Chairman. The Con- 
ference recommended an adequate permanent system of employment 
offices and the expanding of public works during periods of depression. 
The recommendations of the Conference in regard to employment 
offices follows : 

1. A permanent system of employment offices for bringing workers and jobs 
together with the quickest dispatch is necessary, both in times of depression 
and prosperity. 

2. Your Committee finds that there are now 25 States which have established 
State employment systems, and public employment offices are now being operated 
in about 200 cities, of which about 17 are purely municipal enterprises. Most 
of the 200 offices are supported jointly by the State and municipality. Your 
Committee feels that in any permanent system the State should be the operating 
unit of such employment offices, and that the extension of such offices should 
be encouraged. The Federal Government itself should not operate local offices 
or do placement work. 

3. However, for the purpose of bringing about coordination, the Federal Gov- 
ernment should — 

(a) Collect, compile, and make available statistical information. 

(o) Collect and make available information which will facilitate inter- 
state placements. 
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(c) Through educational measures improves standards of work and 

4. ffSS»SSS« w ---» . «*»■»"»• 

ments for aU branches of such work is inadeqjmte, and 8h . 0 ^ 

The work is of first-rate importance, and should terecogmred as ajob 1 “5 
nf first-era do ability from the top down. The Director should be appointed 
directly by the President. Adequate salaries should be provided and adequate 

safeguards to secure the proper personnel and to L^ggShwi 
6. An adequate permanent system of employment offices Mj^veOTOTMtett 
would obviate the necessity of creating new offices whoever new emergrades 
arise. It would also prevent the public employment office from being regarded 
SsV mere temporary philanthropic device, and thus through misunderstanding 

from toflswure and maintain the wnfldence of 

workers in the impartiality of the service rendered and the statistics published, 
an advisory committee consisting of representatives of employra and workers 
should be appointed to cooperate with the Director as well u a similar aystejn 
of local advisory committees to cooperate with the State and municipal offices. 

1987 _ . . , 

Senator Pepper of Pennsylvania introduced a resolution m the 

Senate for the appointment of a Senate committee to study the stabili- 
zation of employment and industry through advance planning, but 
it was not adopted by the Senate. 

1988 . , „ 

Senator Wesley L. Jones, of Washington, introduced a bill provid- 
ing for a prosperity reserve fund, which involved placing m the hands 
of various Federal departments, particularly the War Department, 
funds for immediate use of public works, when an employment crisis 
should arise. Hearings were held but no further action was taken. 
Senator Jones reintroduced his bill on April 23, 1929, and it is now 
before the Senate Committee on Commerce. . 

On May 3, the Senate adopted Senate Resolution 219, introduced 
by Senator James Couzens, Republican, of Michigan, authorizing and 
directing the Senate Committee on Education and Labor to investigate 

th ^ 0 U platf oim^opS by the Democratic National Convention con- 
tained a plank urging long-range planning of public works as an aid 
to unemployment. Gov. Alfred E. Smith, Democratic candidate for 
President, stressed this plank in several of his speeches. 

Herbert Hoover, after his election as President, made an announce- 
ment to the annual conference of Governors that he favored the eariy 
adoption of a long-range plan on public works. _ . 

In December 1928, and m January and February 1929, the oenate 
Committee on Education and Labor held exhaustive hearings on 
unemployment. 



\ 



\ 



On February 25, the Senate Committee on Education and Labor 
made a comprehensive report, accompanied by a print of its hearings 
(S. Rept. 2072, 70th Cong.) . The committee’s summary of its recom- 
mendations follows: . ...... ... . 

(11 Private industry should recognize the responsibility it has to 
stabilize employment within the industry. The Government should 
encourage this effort in every way, through sponsoring national con- 
ferences through publishing information concemmg the experience 
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had by industries in this work, and through watching every oppor- 
tunity to keep the thought of stability uppermost in the minds of 

(2) ^Insurance plans against unemployment should be confined to 
the industry itself as much as possible. There is no necessity and no 
place for Federal interference in such efforts at ^ this time. . If any 
public insurance scheme is considered, it should bo left to the otate 

should be responsible for bmld- 
jpg efficient unemployment exchanges. The Government should be 
responsible for coordinating the work of the States so as to give a 
national understanding of any condition which may arise and so as to 
be able to assist in any national functioning of the unemployment 
exchanges. 

1) The 



(4) The existing U.S. Employment Service should be reorganized, 

and every employee should be placed under civil service. , 

(5) Efforts should be made to provide an efficient system for ob- 
taining statistics of unemployment. The first step should be taken 
bv the Bureau of the Census in 1930, when the Bureau should ascertain 
how many were unemployed as of a certain date and how many were 
not seeking employment and yet were unemployed as of that date. 

(6) The Government should adopt legislation without delay which, 
would provide a system of planning public works so that they would 
form a reserve against unemployment in times of depression. _ states 
and municipalities and other public agencies should do likewise. 

( T) Further consideration might well be given to two questions : the 
effect had on unemployment by industrial developments, such ^con- 
solidation of capital; and the necessity and advisability of providing 
either through private industry, through the States, or through the 
Federal Government, a system of old-age pensions. 
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[From “The Survey,” Apr. 1, 1929] - 

FROM 1921 FORWARD 
(By Edward Eyre Hunt) 

A telegram from Mr. Hoover took me to Washington late in August 
1921, to undertake the secretaryship of the President’s Conference on 
Unemployment of which he was Chairman. “If it is simply another 
relief activity, I am not much interested,” I said. “The first problem 
is relief,” was his answer, “but what we are really going to do is to 
tackle the fundamentals of unemployment. ” 

How Mr. Hoover’s mind attacks such a problem, I had learned the 
year before in the Survey of Waste in Industry, entered upon by the 
American Engineering Council under his Presidency. In our talks at 
the time, he explained that his own professional work had dealt very 
largely with what he described as the exhumation of the corpses of 
defunct mining companies, an examination of the maladies which ac- 
counted for their demise, and a listing of those maladies in the order 
of their importance. It was then his task to bring the corpse to life 
by treating the maladies; the larger ones first, the smaller last. The 
methods which were worked out by the Committee on the Elimination 
of Waste were: first, a reconnaissance rather than an exhaustive in- 
vestigation, on the analogy of topographical and mining reconnais- 
sances; second, a definite judgment as to the relative importance of the 
various industrial wastes; third, suggestions as to the most practical 
lines of attack. This procedure, running over 8 years while Mr. Hoover 
was Secretary of Commerce, has characterized his approach to the 
problem of human waste through unemployment. 

The conference of 1921 was the first Federal recognition of the fact 
that unemployment is a national problem. It focused public opinion 
throughout the ensuing autumn, and its effect on the revival of business 
and on relief activities has been frequenly commented upon. Shortly 
after its close, Mr. Hoover developed its significance in these words : 

One of the causes of iU will that weighs heavily upon the community is the 
whole problem of unemployment. I know of nothing that more filled the mind 
of the recent conference, while dealing mainly with emergency matters, than 
the necessity to develop further remedy, first, for the vast calamities of un- 
employment in the cyclic periods of depression, and, second, some assurance to 
the individual of reasonable economic security — to remove the fear of total 
family disaster in loss of the job. * * * There is a solution somewhere and its 
working out will be the greatest blessing yet given to our economic system, both 
to the employer and the employee. There is also in this great question of unem- 
ployment the problems of seasonal and intermittent industry. Some of them are 
incurable, but some are not, and every one cured is a contribution to the solution 
of these matters. 
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The fir st of the resulting efforts “to tackle the fundamentals of 
unemployment” was the study of business cycles and unemployment, 
made by a committee of the conference under the chairmanship of 
Owen D. Young, assisted by a factfinding investigation conducted b^ 
the National Bureau of Economic Research, Inc. Or. Wesley. C. 
Mitchell, the authority on business cycles, directed this investigation. 
In the introduction to the report, Mr. Hoover stated : 

The whole problem belongs to a vast <*<ttegory of issues which we must as a 
nation confront in the elimination of waste if we are to maintain and increase 
our high standards of living. No waste is greater than unemployment, no 
suffering is keener or more fraught with despair than that due to inability -to 
get jobs by those who wish to work * * *. 

The next undertaking was an attempt by another committee of the 
conference to explore the possibilities of greater stability in the con- 
struction industries, sometimes called the balance wheel of American 
business, the workers in which, at the time the report was made,, were 
fully occupied for only 3 to 5 months in a year. The committee’s 
recommendations and factfinding report prepared under the direcr 
tion of Dr. John M. Gries, had widespread influence. In Mr. Hoover’s 
introduction to this report he said : 

In summary, the committee has well demonstrated the most important fact 
that the seasonal character of the construction industries is to a considerable 
extent a mater -of custom' and habit, not of climatic necessity. It gives recom- 
mendations of practical methods of solution through specified cooperative action 
of the trades and professions vitally interested in each locality — architects, 
engineers, bankers, contractors, building material dealers and producers, real 
estate men, and building trades labor. No solution is sought or suggested of 
Government regulation. The service of the committee has been to determine 
the facts and to point a remedy that is consonant with our national conceptions 
of individual and community initiative * * *. 

Tn January 1928, another committee of the conference, this time 
headed by Chairman Hoover himself, was set up. For more than a 
year this Committee on Recent Economic Changes has been making 
an appraisal of the factors of stability and instability in our economic 
life with a view to further strengthening of the business structure 
and reduction of unemployment. The National Bureau of Economic 
Research was again called upon to plan the basic investigation, con- 
duct the research and prepare the factfinding report covering an 
extraordinary range of topics. 1 The Committee has been studying 
with particular care the years from 1922 to 1929, and will point out 
the new factors which have emerged and the shifts in the importance 
of the older factors. Its report and findings will be made public in 
May. 

President Hoover has gone into office with the results of this na- 
tional survey in his hands and with an engineer’s determination to 
make the facts effective. 



1 Among them, consumption and the standard of living, the growth of new and old 
industries, the changing structure of industry, construction, transportation, marketing, 
labor, management, agriculture, price movements, money and credit, foreign markets and. 
loans, the national income and its distribution, and the movement of the business cycle. 
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[From “The Survey” Apr. 1, 1929] 

THE SENATE TAKES STOCK 

(By James Couzens) 

The time has got to come when each industry and each concern or 
corporation will have to assume responsibility for its workers. The 
time has to stop when men can be hired and fired at will without 
respect to their economic condition. . 

If you who read this had been sitting through the hearings of the 
Senate Committee on Education and Labor, you would have a better 
realization of the crime of intermittent employment. I say crime ad- 
visedly because I can conceive of no worse status.. 

Some months ago, at the dedicatory exercises in connection with the 
George F. Baker Foundation at the Harvard School of Business Ad- 
ministration, Owen D. Young, chairman of the General Electric Co., 
declared that “unemployment is the greatest , economic blot on our 
capitalistic system.” It was a realization of this “blot” that undoubt- 
edly inspired the Senate to adopt a resolution last May instructing 
its Committee on Education and Labor to inquire into the subject. 
In our investigations, we had the cooperation oi the Institute of Eco- 
nomics of the Brookings Institution of Washington, and the findings 
of the Industrial Relations Counselors were put at our disposal. When 
Congress convened in December, the committee proceeded to hold hear- 
ings, and our report was submitted on March 1. These hearings 
brought home that the problem of maintaining steady work for our 
citizens is a very live issue and will continue so to be until it has been 
solved. In view of President Hoover’s activity from 1921 on, we may 
expect unusual interest on the part of our new administration in 
steps that can be taken to solve the problem. 

In our report, the Senate committee voices the opinion that it can 
be solved only through constant struggle on the part of. all members 
of society. When the committee uses the word “solved” it means that 
the chance will be open to every one who really desires work. No one 
will question that every man is entitled to tLu opportunity to provide 
for himself and his family. That is a fundamental right and no society 
can consider itself successfully organized until every man is assured 
of the opportunity to preserve himself and his family from suffering 

and want. . _ , .... 

And it may as well be remembered that society is gomg to provide 
an opportunity for man to sustain himself, or is going to have to 
. sustain man. Society is going to provide an opportunity for man to 
pay his own way or is going to pay for him. Society may as well 
make every effort to do the job constructively, because no society can 
be strong in which its members are encouraged or forced to adopt the 
position and the place of those seeking charity. When society pays 
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the bill through charity, or through the cost of crime, the payments • 
offer little possibility of any advance for mankind. 

Hie problem should be, and in my opinion will be, solved best by- 
industry itself. There is no panacea for curing this great “blot* ons 
our economic system. The most effective thing that can be done at 
this time is to arouse the conscience of the employing group. This* 
was well said by Daniel Willard, president of the Baltimore & Ohio- 
Railroad, when he appeared before the committee. He put the whole* 
situation pithily. In the first place, he described the old days of in- 
tensive individualism where goods were produced largely in individual 
shops and by hand labor. Now we have tremendous factories, mass 
production, wealth pouring from machines and moving on for the 
benefit of society. If society is going to take the benefits, then society 
must also accept the burdens, Mr. Willard contended. A man out of 
work, discontended and suffering, constitutes a danger to society. As 
he put it, a man is going to steal before he starves, and the word 
“steal” may cover a multitude of other crimes — crimes perhaps on the 
part of the man who steals — but crimes of far greater magnitude on 
the part of that society which permits conditions which induce or 
invite men to steal. Mr. Willard said : 

It seems to me that those who manage our large industries, whatever the 
character of their output may be, whether it be shoes, steel, or transportation, 
should recognize the importance and even the necessity of planning their work 
so as to furnish as steady employment as possible to those in their service. Not 
only should that course, in my opinion, be followed because it is an obligation 
connected with our economic system, but I fully believe that such a course is 
justifiable from the standpoint of the employer because it tends to develop a 
satisfied and contented body of workmen which of itself would improve efficiency 
and reduce costs. 

Other witnesses, who are employers of men and women, said sub- 
stantially the same thing— that it is largely a matter of awakening the 
consciences of those who have the power to assist in solving the prob- 
lem. This is not to say that employers are to be wholly condemned 
for the present situation because until their consciences are awakened 
it is difficult to blame anyone for not acting. To act in a case like 
this is enlightened selfishness, just as we have seen it proved during 
the last decade that it is enlightened selfishness to pay adequate com- 
pensation to the workers. Nothing, in my opinion, has sustained our 
prosperity more than the maintenance of adequate incomes to the great 
masses ox our population. Every employer has not seen this or acted 
on it but such numbers have done so as to constitute a large factor 
in the prosperous condition of the Nation. 

Enlightened selfishness will solve the unemployment problem. It 
has been generally assumed that only the unemployed, suffer as a re- 
sult of the irregularity of employment. We are becoming more famil- 
iar each day with the fact that when large numbers of our people are 
unemployed it reacts all the way down the line. True, those with ade- 
quate incomes do not feel the same physical discomforts that the un- 
employed do. To help awaken their consciences was largely the hope 
of the Senate committee. When we can make them understand that 
they not only owe an obligation to society but that they themselves 
indirectly are penalized for failure to do so, we will have accomplished 
much. 
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Our Senate committee summed up its suggestions and recommen- 
dation's under six heads : 

1. Private industry should recognize its responsibility to stabilize 
employment within the industry. The Government should encourage 
this effort in every way. Stabilization has been sought and obtained 
in various ways. One employer who came before us had placed prac- 
tically all his workers on a salary basis, has assured them of continuous 
wages through the year, and has placed upon them the responsibility 
for making the industry succeed. Others have established reserve 
funds, and have so arranged them that executives and workers strive 
to prevent them from being drained. Others have so ordered their 
production that it is spread throughout the year. Still others have 
set about the production of articles which are related to their general 
businesses but which can be produced in periods which formerly were 
marked by idleness in their plants. Undoubtedly there are too few 
industrial leaders interested as yet, but there is reason to believe their 
number will increase, and that simply because of economic pressure. 
The employer who does not stabilize his employment, and thus retain 
experienced workmen, is the employer who is going to fail. 

2. Insurance plans against ; unemployment should be confined 
to the industry itself as much as possible at this time. The 
States can deal with this phase of the subject much better than can 
the Federal Government. But in any discussion of legislation, con- 
sideration should be given to the plan of reserve funds or insurance 
confined to one company or industry rather than to industry in general. 
Private employers should adopt systems of unemployment insurance 
and should be permitted and encouraged to adopt the system which is 
best suited to the particular industry. Dr. John R. Commons, of the 
University of Wisconsin, stressed the fact that unemployment insur- 
ance as practiced in the Chicago clothing market follows the experi- 
ences gamed from workmen’s compensation systems in various States. 
Employers were moved to adopt every precaution against accidents 
when under these systems they came to realize tliat accidents were 
costly. In the same way, employers and employees will be more likely 
to fight the causes of unemployment within their industries when they 
see tangible evidence of the cost of unemployment. 

Just as the efficient businessman is stabilizing the return for capital 
invested, by building up reserves for dividends, so should he establish 
a reserve for return to labor in the hours of adversity. And why? 
The testimony from witness after witness stressed the point that there 
is no suggestion of charity in this effort, no idea of being philan- 
thropic, no desire to have the industry become paternalistic. True, in 
most cases where the plans were started because an industrial leader 
became conscious of some of his obligations to society. But there is 
general accord on the proposition that the plan is ‘good business”; 
that it has increased profits. One witness asked, “Shall the business- 
man who expands his business without consideration for future re- 
quirements escape his responsibility ?” Morris E. Leeds, of Leeds and 
iNorthrup, Philadelphia, testified: “I was convinced a good many 
years ago of the element of unfairness and social wrong that modem 
industry had gotten into by freely hiring people and, with equal free- 
dom, firing them.” 
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3. The States and municipalities should be responsible for build- 
ing up efficient unemployment exchanges. The Federal Government 
should be responsible for coordinating the work of the States so as to 
bring national understanding to any condition which may arise and so 
as to be able to assist the exchanges to function on a countrywide 
scale. Today, the number of State exchanges is so small that they 
do not even offer the skeleton of a national system. Thirteen States 
have no employment offices whatsoever. 

4. The existing U.S. Employment Service should be reorganized, 

and every employee should be placed under civil service. The service 
should become an organization of experts coordinating the work of 
the States. . . 

5. Efforts should be made to set up an efficient system for obtaining 
statistics on unemployment. The first step should be taken by the 
Bureau of the Census in 1930, when the Bureau should ascertain 
not only how many are unemployed as of a certain date but how 
many of these are seeking employment. If we do not have accurate 
information, we may rest assured we are going to.have plenty of inac- 
curate information. The subject is one which is very articulate in 
inself. And in this connection it might be well to reflect on the truth 
that the facts will permit sound thinking and that an absence of facts 
will produce a condition of fear and panic which may be far more 
costly to the country than would be the cost of maintaining a system 
for measuring unemployment. 

6. Congress should adopt legislation without delay which would 
provide a practical scheme for the planning of public works so that 
these shall form a reserve against unemployment in times of business 
depression. The evidence is very clear that the Federal. Govern- 
ment may set a valuable example to States and municipalities which 
will have the greatest opportunity to provide this buffer because their 
expenditures transcend those ox the Federal Government. There 
should be no delay upon the part of the various governments — Federal, 
State, city, and county — in adopting such plans. 

Our committee felt that consideration might well be. given to two 
further questions : The effect had on unemployment by industrial de- 
velopments, such as consolidations of capital ; and the necessity and 
advisability of providing either through private industry, through 
the States, or through the Federal Government, for a system of old- 
age pensions. The man of mat ure years is not so successful, when com- 
peting with a machine, as a younger man. 

Some of the experienced witnesses who appeared before our comit- 
tee stated that new industries absorb the labor turned adrift by ma- 
chine development. The automobile, the airplane, the radio, and re- 
lated industries were suggested as examples. Undoubtedly there is 
much truth h these statements, but nevertheless we are not relieved 
of the individual problem. It offers little to the skilled .musician to say 
that he, who has devoted his life to his art, may find a job in a factory 
where radio equipment is manufactured. Then there is. the. delay, 
that inevitable period of idleness when readjustments arp being ef- 
fected, the suffering, the loss, the enforced change in environment. 
True, this may all be “the price of progress,” but society has an ob- 
ligation to see that all this “price” does not become the burden of the 
worker. 



STATEMENT BY PRESIDENT HERBERT HOOVER, 

MARCH 7, 1930 

The Departments of Commerce and Labor are engaged in the usual 
monthly survey of business and unemployment, and especially of the 
results obtained from the measures which have been in progress since 
the last of November to reduce unemployment and the hardship 
following the dislocation from the stock exchange crash. The survey 
is not as yet complete. 

There are, however, certain conclusions that are evident : 

1. Unemployment amounting to distress is, in the main, concentrated 
in 12 States. The authorities in the remaining 36 States indicate 
only normal seasonal unemployment, or that the minor abnormal un- 
employment is being rapidly absorbed. 

2. The low point of business and employment was the latter part 
of December and early January. Since that time employment has 
been slowly increasing, and the situation is much better today than at 
that time. 

3. Nationwide response to the request for increased construction and 
improvement work by public authorities, railroads, utilities, arid indus- 
tries is having a most material effect. Construction contracts in these 
categories in January and February were from 40 to 45 percent 
higher than ever known in these months. The total construction work 
for 1930 seems assured to be larger than even 1929. 

4. The undertakings to maintain wages have been held. 

5. The amount of unemployment is, in proportion to the number of 
workers, considerably less than one-half (probably only one-tliird) 
of that which resulted from the crashes of 1907-08 and 1920-22, at 
this period of the situation. 

6. Measures taken to ameliorate interest rates have resulted in 
continuous decrease since December, and money is .available at lower 
rates for business and commercial purposes. One result is an increas- 
ing volume of bond issues have been placed for public improvements. 
Available money for mortgage purposes of homebuilding and agri- 
culture has lagged behind other forms of credit. But a decrease in 
demands of policyholders for loans on the insurance companies and 
the action recently taken by the Federal Reserve System should result 
increased supplies for credit, especially for residential building, which 
in turn has lagged behind other construction. 

7. All the evidences indicate that the worst effects of the crash upon 
unemployment will have been passed during the next 60 days, with the 
amelioration of seasonal unemployment, the gaining strength of other 
forces, and the continued cooperation of the many agencies actively 
cooperating with the Government to restore business and to relieve 
distress. 
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[From the Congressional Digest, January 1931] 

EMERGENCY AID FOR EMPLOYMENT 

President Hoover's Program 

When Congress convened in December, President Hoover, in his 
annual message, took occasion to review the steps taken by the Execu- 
tive during 1930 to meet the immediate problem, of unemployment 
in the Nation. This statement not only, includes his general program 
of action for emergency relief, but contains observations on unemploy- 
ment prevention. The President said : 

Econ omic depression cannot be cured by legislative action, or Executive pro- 
nouncement. Economic wounds must be healed by the action of the cells of 
the economic body — the producers and consumers themselves. Recovery can 
be expedited and its effects mitigated by cooperative action. That cooperation 
requires that every individual should sustain faith and courage; that each 
should maintain his self-reliance; that each and every one should search for 
method of improving his business or service; that the vast majority whose 
income is unimpaired should not hoard out of fear but should pursue their 
normal living and recreations; that each should seek to assist his neighbors 
who may be less fortunate ; that each industry should assist its own employees ; 
that each community and each State should assume its full responsibilities for 
organization of employment and relief of distress with that sturdiness and 
independence which built a great nation. 

Our people are responding to these impulses in remarkable degree. 

The best contribution of government lies in encouragement of this voluntary 
cooperation in the community. The government — -National, State, and local 
can join with the community in such programs and do its part. A year ago. I, 
together with other officers of the Government, initiated extensive cooperative 
measures throughout the country. . 

The first of these measures was an agreement of leading employers to maintain 
the standards of wages and of labor le ade rs to use their influence against strife. 
In a large sense these imdertakiagsrhave been adhered to and we have not 
witnessed the usual reductions of wages which have always heretofore marked 
depressions. The index of union wage scales shows them to be today fully 
up to the level of any of the previous 3 years. In consequence, the buying power 
of the country has been much larger than would otherwise have been the case. 
Of equal importance, the Nation has had unusual peace in industry and freedom 
from the public disorder which has characterized previous depressions. 

The second direction of cooperation has been that our governments, National, 
State, and local, the industries and business, so distribute employment as to give 
work to the maximum number of employees. 

The third direction of cooperation has been to maintain and even extend con- 
struction work and betterments in anticipation of the future. It has. been the 
universal experience in previous depressions that public works and private con- 
struction have fallen off rapidly with the general tide of depression. On this 
occasion, however, the increased authorization and generous appropriations by 
the Congress and the action of States and municipalities have resulted in the 
expansion of public construction to an amount even above that in the most 
prosperous years- In addition the cooperation of public utilities, railways, and 
other large organizations has been generously given in construction and better- 
ment work in anticipation of future need. The Department of Commerce advises 
me that as a result, the volume of this type of construction work, which amounted 
to roughly $6,300 million in 1929, instead of decreasing will show a total of about 
$7,000 million for 1930. There has, of course, been a substantial decrease in the 
types of construction which could not be undertaken in advance of need. 
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The fourth direction of cooperation was the organization in such States and 
municipalities, as was deemed necessary, of committees to organize local employ- 
ment to provide for employment agencies, and to effect relief of distress. 

The result of magnificent cooperation throughout the country has been that 
actual suffering lias been kept to a minimum during the past 12 months, and our 
unemployment lias been far less in proportion than in other large industrial 
countries. Some time ago it became evident that unemployment would continue 
over the winter and would necessarily be added to from seasonal causes and that 
the savings of workpeople would be more largely depleted. We have as a 
nation a definite duty to see that not deserving person in our country suffers from 
hunger or cold. I, therefore, set up a more extensive organization to stimulate 
more intensive cooperation throughout the country. There has been a most 
gratifying degree of response from Governors, mayors, and other public officials, 
from welfare organizations, and from employers in concerns both large ana small. 
The local communities through their voluntary agencies have assumed the duty 
of relieving individual distress and are being generously supported by the public. 

The n um ber of those wholly out of employment seeking for work was accurately 
determined by the census last April as about 2,500,000. The Department of Labor 
index of employment in the larger trades shows some decrease in employment 
since that time. The problem from a relief point of view is somewhat less than 
the published estimates of the number of unemployed would indicate. The in- 
tensive community and individual efforts in providing special employment' out- 
side the listed industries are not reflected in the statistical indexes and tend to 
reduce such published figures. Moreover, there is estimated to be a constant 
figure at all times of nearly 1 million unemployed who are not without annual 
income but temporarily idle in the shift from one job to another. We have an 
average of about three breadwinners to each two families, so that every person 
unemployed does not represent a family without income. The view that the 
relief problems are less than the gross numbers would indicate is confirmed by 
the experience of several cities, which shows that the number of families in dis- 
tress represents from 10 to 20 percent of the number of calculated unemployed. 
This is not said to minimize the very real problem which exists but to weigh its 
actual proportions. 

As a contribution to the situation the Federal Government is engaged upon 
the greatest program of waterway, harbor, flood control, public building, high- 
way, and airway improvement in all our history. This, together with loans to 
merchant shipbuilders, improvement of the Navy and in military aviation, and 
other construction work of the Government will exceed $52Q million for this 
fiscal year. This compares with $253 million in the fiscal year 1928. The con- 
struction works already authorized and the continuation of policies in Government 
aid will require a continual expenditure upward of a half a billion dollars 

annually. ... . ... 

I favor still further temporary expansion of these activities in aid to unem* 
ployment during this winter. The Congress will, however, have presented to it 
numbers of projects, some of them under the guise of, rather than the reality of, 
their usefulness in the increase of employment during the depression. There 
are certain commonsense limitations upon any expansions of construction work. 
The Government must not undertake works that are not of sound economic 
purpose and that have not been subject to searching technical investigation, and 
which have not been given adequate consideration by the Congress. The volume 
of construction work in the Government is already at the maximum limit war- 
ranted by financial prudence as a continuing policy. To increase taxation for 
purposes of construction work defeats its own purpose, as such taxes directly 
diminish employment in private industry. Again any kind of construction re- 
quires, after its authorization, a considerable time before labor can be employed 
in which to make engineering, achitectural, and legal preparations. Our imme- 
diate problem is the increase of employment for the next 6 months, and new 
plans which do not produce such immediate result or which extend commitments 
beyond this period are not warranted. 

The enlarged rivers and harbors, public building, and highway plans au- 
thorized by the Congress last session, however, offer an opportunity for assis- 
tance by the temporary acceleration of construction of these programs even 
faster than originally planned, especially if the technical requirements of the laws 
which entail great delays could be amended in such fashion as to speed up 
acquirements of laud and the letting of contracts. 
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With view, however, to the possible need for acceleration, we, immediately 
upon receiving those authorities from the Congress 5 months ago, began tne 
necessary technical work in preparation for such possible eventuality, l nave 
canvassed the departments of the Government as to the ma x imu m amount mat 
can be properly added to our present expenditure to accelerate all construction 
during the next 6 months, and I feel warranted liLftsking the Congress for an 
appropriation of from $100 million to $150 million to provide such further em- 
ployment in this emergency. In connection therewith we need some authority 
to make enlarged temporary advances of Federal-highway aid to the ^States. 

I rec ommen d that this appropriation be made distributable to the ainerent 
departments upon recommendation of a committee of the Cabinet and approval 
by the President. Its application to works already authorized by the Congress 
assures its use in directions of economic importance and to public welfare, bucn 
action' will imply an expenditure upon construction of all kinds of over $oou 
million during the next 12 months. 

The President’s Emergency Committee for Employment 

On October 17, 1930, President Hoover announced he had asked the 
Secretaries of the Treasury, War, Navy, Agriculture, Commerce, and 
Labor and the Governor of the Federal Reserve Board to formulate 
and submit to him plans for “continuing and strengthening the orga- 
nization of Federal activities for employment during the winter of 
1930-31.” 

In a press statement containing this announcement, the President 
said: 

There are three directions of organization in which the Federal Government 
activities can cooperate. First, cooperation with the Governors and employment 
organizations of the States and local communities; second, development of 
methods with the national industries ; and, third, in direct Federal employmen 

in public works, etc. , . ... 

It will be remembered that 10 months ago we set up such arrangements which 
have continued since that time, and which have contributed greatly to reduce 
unemployment. At that time the Governors of many of the States established 
strong committees for action in relief and most of these organizations have shown 
a high record of real accomplishment. The present conditions of organization 
vary greatly in different States. In the great majority of industrial States the 
Governors have on their own initiative taken steps to reorganize or develop or 
further strengthen their organizations for the forthcoming winter. During the 
past few weeks I have been in communication with some of the Governors in 
development of methods by which the Federal Government can further supple- 
ment assistance to their organizations. The Cabinet Committee will further 
discuss these conditions with Governors and State agencies and we mil again 
seek the cooperation of our business leaders and our national industries which 
we have had on so generous a scale during the past year. We shall also review 
the Federal situation of public works and the situation in construction among the 
national industries together with other methods by which we can continue to be 
of assistance. There are no two States or municipalities where the Problem is 
the same or where the methods for assistance are identical. With the survey 
of the methods in progress for the past 10 months we should have valuable 

suggestive material and inf ormation for the winter. i 

The initiative of the various Governors and local authorities in preparation 
for the winter is well indicated by the action of the Governor of Illinois who 
recently organized a State committee: reorganized efforts with the mayor of 
Detroit; the committees created in New York; the extraordinarily effective 
organization in the State of Ohio, and at many other points throughout the 
country — all of them indicating a strong feeling of local responsibility and deter- 
mination to meet the situation. , . 

Ag a nation we must prevent hunger and cold to those of our people who are 

in honest difficulties. 
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The official name of this committee is the President’s Emergency Committee 
for Employment. On October 22, Col. Arthur Woods of New York was appointed 
Chairman of the Committee by President Hoover. Colonel Woods came to 
Washington at once and assumed active charge of the work. A firsthand account 
of the work of the Committee and how it has progressed was written for the 
Congressional Digest by Colonel Woods and appears on page a of this issue. 

Appropriations Requested for Emergency Construction Work 

On December 4, the President transmitted to Congress a supple- 
mental estimate from the Director of the Budget of appropriations 
for the remainder of the fiscal year ending June 30, 1931, for emergency 
construction work, on projects already authorized by law for the pur- 
pose of increasing employment. Extracts from the report of the 
Director of the Budget to the President follow : 

Sib i By your direction, I have the honor to submit herewith a supplemental 
estimate of appropriation for the fiscal year 1931 for the purpose of accelerating 
during the remainder of the current fiscal year such work on authorised govern- 
mental construction projects as will increase employment during the present 
emergency, as follows : 

Emergency construction fund $130,000,000 

In response to your request I have canvassed the departments with a view to 
ascertaining how much money could be spent during the next 6 months with a 
view to aiding the unemployment situation if additional funds could be pro- 
vided. 

This canvas has been conducted with the limitations which you indicated 
kept clearly in mind; namely, (1) items which would require additional congres- 
sional authorization have been eliminated, (2) items which do not afford direct 
benefit to the employment situation within the next 6 months have been elimi- 
nated, (3) only such items have been included as are believed to be justified on 
their merits and for which money would be provided within the next few years 
as Government finances would permit, and (4) while some of these projects 
cannot be fullv completed within the next 6 months and will necessarily involve 
some additional future expenditure to complete them, the emphasis has been laid 
in everv case upon the relief which would be afforded to the unemployment situa- 
tion during the next 6 months and projects which would involve materially larger 
expenditures in the future to complete them have been eliminated, except in those 
cases where the commencement of the project is contemplated in the 1932 esti- 
mates now before Congress. 

This supplemental estimate of appropriation is required to meet an emergency 
which lma arisen since the transmission of the budget for the fiscal year 1931. 

The President Takes Issue With Congress 

A number of bills were introduced in Congress at the opening of the 
session for considerably larger amounts than were recommended by 
the President, and on December 9, the President issued the following 
statement: 

I observe t hat measures have already been introduced in Congress and are 
having advocacy, which, if passed, would impose an increased expenditure beyond 
the sum which I have recommended for the present and the next fiscal year by a 
total of nearly $4,500 million, and mostly nnder the guise of giving relief of some 
kind or another. The gross sums which I have recommended to carry on the 
essential functions of the Government include the extreme sums which can be 
applied by the Federal Government in the actual unemployment relief and are 
the maximum which can be financed without increase in taxes. 

No matter how devised an increase in taxes in the end falls upon the workers 
and farmers or alternatively deprives industry of that much ability to give 
employment and defeats the very purpose of these schemes. For the Govern- 
ment to finance by bond issues deprives industry and agriculture of just that muen 
capital for its own use and for employment. Prosperity cannot be restored by 
raids upon the Public Treasury. 

Ik 
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The leaders of both parties, the President pointed out, are cooperating to pre- 
vent any such event. Some of these schemes are ill considered. Some represent 
enthusiasts and se me rg present the desire of individuals to show that they are 
more generous thanfEeadministration or that they are more generous t h a n even 
the leaders of their own parties. They are playing politics at the expense of 
human misery. 

Many of these measures are being promoted by organizations and agencies out- 
side of Congress and are being pushed upon Members of Congress. Some of them 
are mistake n as to the result they will accomplish and they are all mistaken as to 
the ability of the Federal Government to undertake such burdens. Some of these 
outside agencies are also engaged in promoting political purposes. The Ameri- 
can people will not be misled by such tactics. 

Part of the President’s criticism was leveled at the various drought 
relief measures but it also referred to some of the bills for appropria- 
tions for employment greatly in excess of the amounts the President, 
recommended. 

Congress Acts Swiftly on Emergency Measures 

On December 9, the House Committee on Appropriations reported 
a bill (H.R. 14801) prepared by the committee, appropriating $110 
million for construction projects. In his report, Will R. Wood, of 
Indiana, chairman of the committee, stated that the appropriation of 
the remaining $40 million to make up the $150 million recommended 
by the President, would be included m the first deficiency appropria- 
tion bill. The bill, as reported, was immediately passed by the House 
on December 9. On December 10, the bill was promptly considered 
by the Senate Committee on Appropriations, and reported. 

On December 11, the Senate passed the bill with amendments, adding 
$6 million in appropriations. 

On December 12, the House voted to disagree to the Senate amend- 
ments and asked for a conference. 

- On December 15, the bill was sent to conference. 

' On December 16, the conferees reported the bill. 

On December 20, both Houses adopted the conference report and 
it was immediately signed by the President. The bill makes available 
for public works $116 million of the $150 million recommended by 
the President. 

Various Senate amendments were stricken from the bill in confer- 
ence and the President was given the power, as provided in the original 
House bill, to transfer funds from one department to the other if 
necessary or advisable to meet immediate needs. 

On December 9 the House Committee on the Judiciary reported 
HJR. 14255, providing for the taking possession by the Grovemment 
of sites for public buildings in advance of final judgment in judicial 
proceedings. 

On December 15 this bill was passed by the House. It was before 
the Senate when Congress recessed for theholidays. 

On December 11, the House Committee on Public Buildings mid 
Grounds reported H.R. 14040 to give authority to the Secretary of 
the Treasury to employ outside architects and other assistants for- 
the Office of the Supervising Architect and to let contracts without; 
competitive bidding and to otherwise expedite work on public budd- 
ings. The bill is on the House Calendar. 
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[From the Nation, Dec. 10, 1980] 

AN UNEMPLOYMENT PROGRAM 

Editorial 

What shall we do about unemployment? The question reechoes 
today through almost every country on earth except Russia, which, 
in the midst of an incredibly swift industrialization under a unified 
plan of operation, suffers a shortage of manpower. Here m the Suited 
States we liave refused to face the question, but we can refuse no 

^Isa result of our shameful neglect, our first thought must be simply 
relief of immediate suffering. That means improvised jobs and, 
despite all pious phrases, charity. By this time we have committees 
enough to coordinate this, and cooperate in that, and in general . to 
urge somebody else to do something. Now let everyone who can give 
generously, and let our private relief organizations administer the 
funds carefully and generously. The States and cities, too, must 
«nve— direct appropriations for unemployment relief where necessary, 
m close cooperation with existing agencies, in order to reduce the 
inevitable waste and graft to a minimum. The mayor of mw York 
•calls for $2 millio n a month to take care of 40,000 out of the 46,000 
unemployed families shown by the police census. It represents but 
a fraction of the known need. The Emergency Committee for Public 
Works is demanding a Federal bond issue of $1 billion for public 
works essentially as a relief measure. Let the armories be open, with 
proper sleeping facilities, for homeless men. Let us do the work of 
‘‘relief” thoroughly, as penance for our social sins, and then let us 
turn our thoughts to measures of prevention for the future. _ 
First, we must organize the labor market. We need a national 
system of public labor exchanges. Many cities and States have orga- 
nized exchanges, but city and State action cannot meet the problem, 
however helpful such action may be locally. We urge that the States 
immediately indicate their purpose to take advantage, of the Federal 
subsidy to State exchanges proposed in the Wagner bill, if and .when 
enacted, with the understanding that, uniform procedures will be 
developed with a view of incorporation in a genuinely national system . 
Congress, ought without delay to pass the Wagner bill, unemasculated 
by the House amendments, and to make generous appropriations for 
the statistical and placement activities of the National Employment 
Service cooperating with those of the. States. With a real national 
system of exchanges set up and functioning effectively, we can with 
-some hope of success again raise the question of abolishing private 
-agencies, and clearing all labor through a unified, free public system. 

Thus we should move straight forward to unemployment insur- 
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ance. Voluntary private plans will never covermore than a faction 
of the workers, and we must not be diverted from the real task y 
anv , idea that they will meet the need. The United States ought -to 
utilize the rich European experience, and side by side with lanor 
exchanges develop compulsory public insurance plans on an actuarial 
basis with employers, employees, and the Government contributing, 
perhaps equally, andwith benefits held strictly within actual insurance 
limits? If extraordinary employment at any time makes it neces- 
sary to go beyond those limits, let the State meet the whole cost 
and not ask the insurance system to carry an impossible load. Under 
our conditions, we believe that such action would rarely be necessary. 
If anyone criticizes this extension as a “dole'’ let him suggest some- 
thing better, or else admit his preference for charity. 

In the present constitutional position, how can the Federal Govern- 
ment do its duty in respect to insurance % It can certainly, on the sub- 
sidy principle, offer to match State funds for insurant, dollar for 
dollar, again with a view to a national system in which State systems 
would ultimately be merged. The money for that purpose ought to 
come, in first instance, from higher income surtaxes and estate taxes. 
The 15,780 persons who in 1928 had incomes above $100,000 received 
in all $4,903 million and paid income and surtaxes of $700 million, 
or a little more than 14 percent. To raise this figure to 2» percent v an 
extremely moderate rate) would make a half-billion dollars annually 
available to subsidize State insurance systems, and would le a trilling 
move in the direction of reducing that inequality of distribution which 
now imperils our economic and social system. We could thus take 
the first step toward a national insurance scheme. 

Organization of the labor market and unemployment insurance by 
themselves will not solve the problem of unemployment, as the ex- 
perience of Great Britain and Germany since the war indicates. In 
fact, insurance may be so handled as to increase the number of men 
out of work. The great preventive of unemployment is the stabiliza- 
tion of industry, and both publicly and privately we must use every 
possible means to that end. Our most powerful smgle agency, the 
Federal Reserve System, prostituted under the present and the preced- 
ing administration to purposes of stock gambling and political ad- 
vantage, must in future be used primarily for stability. There are 
possibilities, exaggerated in recent discussions, in the long-time plan- 
ning of public works. Let both Federal and State Governments now 
draw up carefully studied plans of needed public improvements, ex- 
tending over, say, 10 years or more ; let them secure the necessary 
bond authorizations; and then let the less pressing items be held 
back against the next period of hard times. Something can be done 
thus. The major task, however — that of keeping fundamental indus- 
tries running on an even keel— requires planning and action on a 
nationwide and a worldwide scale. The conquest of unemployment 
requires not only a national economic council to organize a planned 
national economy, but an international economic conference to work 
out the methods of international organization and control essential 
to a stable world industrial order. Today certain shortsighted cap- 
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tains of industry and finance and their political satellites all over the 
world bedevil all efforts at national and international organization 
that threaten to interfere in any way witn their pursuit of profits 
They may be well assured that the success of their endeavors will spell 
disaster; for unless the industriaMeaders and the political rulers of 
the Western World can find a way to stabilize industry and get rid of 
the miseries of unemployment, the men who work and suffer will 
some day overturn their rule. If we do not want communism, let 
us abolish unemployment. 



[From “The Crisis of the Old Order,” Houghton Mifflin Co., publishers] 
RESPONSIBILITY IN ALBANY 
(By Arthur M. Sciilesinger, Jr.) 

VI 

If the Walker case overshadowed F.D.R.’s reform program in his 
second term, his developing presidential candidacy overshadowed it- 
even more. State issues had absorbed him since 1928. Now itseemed 
time for him to turn his attention once again to the Nation. He had, 
of course, a mind well stocked with a variety of ideas and opinions 
on national questions. Still, his interest in both the American past 
and the present had tended to be practical and specific rather than 
reflective. He though he loved history; but serious history— analyt- 
ical history— really bored him. What he really loved were books of 
travel or adventure or antiquarian reconstructions of the nautical or 
Hudson River past. He had no sustained interest in political philos- 
ophy or in economic theory. 

There remained, however, a framework of general ideas in terms 
of which he approached contemporary issues. Whiling away time 
during his convalescence, he had embarked on the composition of 
a history of the United States. All that remains— probably all that 
was written— is the introduction, a bold sketch of the historical back- 
ground of the age of discovery. But the terms of his approach were 
significant. Mechanical change, he felt, had brought about “a clear 
division of humanity into classes ” where “a mere handful, certainly 
less than one in a hundred, owned and controlled the very, lives and 
fortunes of the other ninety-nine.” In such terms — “technical prog- 
ress” and “social conflict” — he portrayed the decline of feudalism, the 
quickening of commerce, the rise of the middle class, and the expan- 
sion of Europe to the West. 

He recurred to themes of change and conflict when he lectured at 
Milton Academy in 1926. History, he declared, remembering Endi- 
cott Peabody, had followed a series of up-and-down curves, but the 
up curves were always the longer. Change was inevitable in any 
society; unrest was “a healthy sign”; and social disorder was caused 
“as much by those who fear change as by those who seek revolution.’ 
Let not modem Rip Van Winkles seek “to justify conservatism by 
calling all who seek new things heretics or anarchists.” Our national 
danger lay not in radicalism but in “too long a period of the do-nothing 
or reactionary standards.” Science had transformed the conditions 
of existence. “No person who truly visualizes the future doubts that 
we are at the threshold of an era of cooperative endeavor between peo- 
ples and continents.” As yet, we still suffered “from an ancient dis- 
ease known as ‘class consciousness.’ ” We talked of service ; but “true 
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service will not. come until all the world recognizes all the rest of the 
world as one big family.” 

The challenge to American leadership, as he saw it in 1928, was to 
fit together “an old political order fashioned by a pastoral civiliza- 
tion and a new social order fashioned by a technical civilization.” 
This required, he told the Harvard Phi Beta Kappa Society in 1929, 
a new recognition of society’s obligations to the sick, the poor, and the 
helpless. “What used to be the privilege of the few,” he. said, “has 
come to be the accepted heritage of the many.” 

His conception of what he called at Harvard “The Age of Social 
Consciousness” drew strength, of course, from his conservationist’s 
theory of government as trustee for the people, obligated to preserve 
and develop the nation’s inheritance. Jt represented more broadly 
the welling up of the old emotions of the new nationalism and the new 
freedom — a tough grasp on central ideas of justice and welfare based 
on a profound commitment to old American dreams of progress. He 
believed in an ascertainable public interest and considered it worth 
fighting for. 

One other strain entered in : that was his country sauire’s scorn for 
the rich who lacker a sense of social responsibility. This clearly ran 
through Franklin Roosevelt, even if he never articulated it so dramat- 
ically as did Hudson River neighbor, Herbert Claiborne Pell, of 
Hopewell J unction. Pell, who had grown up in Tuxedo and Newport 
in more splendid days and served as Democratic State chairman in 
New York for a time in the twenties, had no use for the businessmen 
who took over after the war. “The destinies of the world were handed 
them on a plate in 1920. Their piglike rush for immediate profits 
knocked over the whole feast in 9 years. These are the people, who 
with an ignorance equalled only by their impudence, set themselves up 
as the proper leaders of the country.” He considered both aristocrat 
and bourgeois totally selfish, but the aristocrat at least thought of the 
interest of his grandson, while the bourgeois thought only of himself. 
By 1931. Pell disgustedly instructed the managers of his property 
not to invest a dollar in any American corporation. The country was 
doomed, he said, until it could liberate itself from the rich. “They 
have shown no realization that what they call free enterprise means 
anyting but greed.” Don’t fool yourself, he warned his own class: 
the masses “will overwhelm us or protect us according to whether they 
have been cheated or treated fairly.” 

Pell’s words were too biting for Roosevelt’s more politic tempera- 
ment. But Roosevelt combined a similar sense of nobless oblige and 
community responsibility with a landed gentleman’s disdain for trade 
and an aristocrat’s lightheartedness and complacency. His long 
acquaintance with the rich gave him advantages in dealing with them. 
“Wilson thought that the rich were villains,” said an old friend of 
Roosevelt’s ; “Mr. Roosevelt knew they were foolish and ignorant.” 
He had no respect for their judgment or their aspirations. “We may 
well ask, 1 ?’ he said in a Fourth of July speech in 1929, “are we in danger 
of a new caveman’s club, of a new feudal system, of the creation of such 
a highly centralized industrial control that we may have to bring forth 
a new Declaration of Independence?” The crash destroyed no illu- 
sions for him. It only confirmed his sense of the greed and stupidity 
of business leadership. 
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Still, he could cope with the crash emotionally better than he could 
intellectually. . All hecould recall of the classical economics he Jiad 
learned at Harvard now seemed irrelevant. “Our professors’ — he 
would describe a circle on the desk— “taught us: this sector of the cir- 
cle is wealth, this sector here is empty, and so on. All gone !” 

Sam Rosenman was no better prepared to deal with the economics 
of depression. “If you were to be nominated tomorrow and had to 
start a campaign trip within 10 days,” he told Roosevelt in March 1932, 
“we’d be in an awful fix.” _ Broad impressions were not enough; some- 
where there had to be specific ideas. Whom should we consult ? Roose- 
velt asked. Not businessmen nor politicians, said Rosenman; they 
had had their chance and fallen on their faces. “I think we ought to 
steer clear of all those. * * * My idea IS this : Why not go to the uni- 
versities of the country* You have been having some good experi- 
ences with college professors. I think they wouldn’t be afraid to 
strike out on new paths just because the paths are new.” 

Roosevelt puffed cn his cigarette. The idea could hardly have been 
new to him: he had been calling on college professors ever since the 
beginning of his governorship. Two months before, at lunch with 
Prof. Raymond Moley, of Columbia, he had made an apparently 
casual remark which Moley had interpreted as an invitation to help 
on the national campaign. Rosenman, acting independently, now pro- 
posed that Moley be made a key figure in the operation. Nodding, 
Roosevelt told Rosenman to go ahead. 

Rosenman promptly called Moley to explain the importance of 
equipping the Governor with a corps of experts. “He made it easy 
for me to encourage the-notion that he was the originator of this happy 
idea,” Moley later wrote. “To have said that it had occupied my 
thoughts every waking hour [since the lunch with Roosevelt] would 
have been unkind and stupid.” In any case, Moley responded grate- 
fully. When he and Rosenman met a short time later with Basil 
O’Connor in New York, Moley had already drawn up a list of topics 
and of men who might deal with them. 

For agriculture, Moley nominated his Claremont Avenue neighbor 
and Columbia colleague, Rexford G. Tugwell. For credit, he sug- 
gested Prof. Adolf A. Berle, Jr., of the Columbia Law School. Other 
Columbia professors were proposed, some of whom contributed memo- 
randums and joined the Albany discussions. But Moley, Tugwell, 
and Berle, along with Rosenman and O’Connor, were the most durable 
members of what was soon known as Roosevelt’s brains (later brain) 
trust. 

Though Moley was not a man of the intellectual stature of Tugwell 
or Berle, he was unquestioningly accepted, by them and by Roosevelt 
and Rosenman as leader of the group. A native of Ohio, 45 years old 
in the spring of 1932, he was a political scientist whose specialty was 
the administration of criminal justice. He had been fired early by the 
reform ideals of Tom Johnson and Newton D. Baker in Cleveland and 
had dabbled in Ohio politics 15 years before, even becoming mayor of 
the tiny village of Olmsted Falls. But he had decided to retain his 
academic base and in 1923 moved east to join the government depart- 
ment at Columbia. His interest in criminal justice brought him into 
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contact with Louis Howe; and in the 1928 campaign Howe introduced 
him to Roosevelt. As Governor, Roosevelt fell into the habit of calling 
on Moley for drafts of speeches and statements, first in the field of 
juridical reform, and then more generally. 

Moley was a stocky, square-shouldered man, streaks of gray in his 
thinning dark hair, shrewd, affable, and engaging, with a well-organ- 
ized mind and a flair for speechwriting. His voice was low and drawl- 
ing, his manner almost diffident; he constantly smoked a professor’s 
heavy dark pipe; but he had a quiet persistence in pushing forward 
himself and his ideas. Among academicians, he played the role of the 
realist who understood practical politics, scoffed at idealism, and dis- 
missed the higher fervor of reform with tolerant cynicism. “I feel no 
call to remedy evils,” he liked to say. “I have not the slightest urge to 
be a reformer. Social workers make me very weary * * *. I am 
essentially a conservative fellow, I tilt at no windmills.” As ring- 
master of the experts, he was tactful and, as middleman for their 
idea; ; , judicious and sensible. Roosevelt found his efficiency of great 
value. But Moley also had liis own interior stresses. He was emotional 
in his attachments and his jealousies; and his affability concealed 
anxieties that strain and time might bring to the surface. 

VIII 

Tugwell and Berle had greater confidence than Moley in the field of 
ideas but much less in the field of politics. Each approached worldly 
affairs with a curious mixture of tentativeness and arrogance. Tug- 
well, with his bright eyes and handsome profile, his bold enthusiasms, 
and audacious ideas, liked to shock, and often succeeded. Berle, slight, 
erect, quick of motion and brilliant of tongue, had been a child prodigy, 
a Harvard A.B. at 18, with experience ranging from the Versailles 
Conference to the Henry Street Settlement with Lillian Wald. He was 
capable, if necessary, of diplomacy ; but, with his edgy manner and his 
intolerance of fools, he sometimes exploded in scarcasm and disgust. 
He had been a Hoover man in 1928 and was inclining toward Baker in 
1932. Both men were continuously fertile in ideas, and neither was 
constrained by the past or intimidated by the future. It was of Berle 
that H. G. Wells remarked, “He began to unfold a view of the world 
to me which seemed to contain all I liad ever learnt and thought, but 
better arranged and closer to reality.” 

Moley, Tugwell, and Berle agreed on the nature of the economic 
problem. For them all, bigness was inevitable in economic life; 
“competition, as such,” as Moley put it, “was not inherently vir- 
tuous * * * [but] created as many abuses as it prevented.” Tliey all 
dismissed the Wilson-Brandeis program of breaking up big business 
as futile. The problem was not to atomize bigness but to place it 
under control — to end what Moley vividly called “the anarchy of 
concentrated economic power which, like a cannon loose on a frigate’s 
deck, wire from one side to another, crushing those in its path.” 
“We areno longer afraid of bigness,” said Tugwell. “* * * We are 
resolved to recognize openly that competition in most of its forms is 
wasteful and costly; that larger combinations must, in any modern 
society prevail. * * * Unrestricted individual competition is the 
death, not the life, of trade.” 
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This was the background of the ideas they brought to Albany, 
talking them over with the Governor on the broad, old-fashioned 
porch of the Executive Mansion or around the fireplace in his study. 
Tugwell was dubious on his first Albany trip, expecting to meet the 
evasive executive he had read about in the newspapers. Roosevelt 
was in his chair on the veranda. Tugwell was instantly struck by the 
smile, the tossed head, the gesture with the cigarette holder. “Every- 
thing I saw and heard was merged in an impression of vitality.’’ 
Later they went into the sprawling Victorian house filled with over- 
stuffed chairs. They dined, sitting around a table laden with a pro- 
fusion of jellies, . pickles, hot biscuits, and nuts. Roosevelt attacked 
the roast duck witn gusto but commented that he preferred wild duck, 
“well-hung and chased over the fire,” a sophisticated taste astonish- 
ing to Tugwell. Then they retired to the library for eager, probing 

There- were many, such, evenings. Moley urbanely steering the dis- 
cussion, Tugwell and Berle flashing ahead with their ideas, Rosenman 
acting the devil’s advocate,. O’Connor offering the realist’s comment, 
and always Roosevelt, listening, interrupting, joking, needling, cross- 
examining, absorbing the ideas and turning them over in his mind. 
With his broad family humor, he called the group his “Privy Council,” 
as he spoke of “Sammy the Rose” and “Henry the Morgue”; but no 
one could tell from his genial curiosity what lie accepted from them, 
or what he rejected. “We could throw out pieces of theory,” Tugwell 
wrote later, “and perhaps they would find a place in his scheme. We 
could suggest relations; and perhaps the inventiveness of the sugges- 
tion would attract his notice. But the tapestry of the policy he was 
weaving was guided by an artist’s conception which was not made 
known to us.” 

IX 

It was the economic crisis that dominated these evenings. The 
group rejected the latter-day Hoover thesis that the depression was 
international in origin. Tugwell expounded the unaerconsump- 
tionist theory: the failure of business to pass on the gains of im- 
proved productivity either through higher wages or lower prices had 
caused a deficit of purchasing power which made depression inevitable. 
(The night after he had set this forth in Albany, a jobless man caught 
his sleeve on upper Broadway. Tugwell turned and said, “My friend, 
I did you a good turn last night.” The panhandler stood open- 
mouthed.) Roosevelt seemed to accept the underconsumptionist 
thesis as a matter of course. What should be done? Tugwell be- 
lieved that prices of manufactured goods had to be forced down. 
“Why not raise wages too ? ” asked Roosevelt. . 

There were differences here. Tugwell, in his way, agreed with 
Mellon that the fever of the twenties had to run its course. The 
struggle to maintain the price structure, he feared, would hold back 
recovery. But Berle and Roosevelt had inflationist leanings. The 
price of deflation seemed to them too great. Yet they conceded that 
inflation might do nothing but perpetuate structural maladjustment. 
Whatever their differences on the price question, Tugwell and Berle 
agreed that some prices should go down, some up. One day in May, 
Roosevelt asked Tugwell about money as a means of raising the price 
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level. Tugwell told him about the theory of the “commodity dollar” 
but/ tried to suggest that the purely monetary approach was inade- 
quate. Roosevelt remained discontented; he wanted something 

simpler than we could provide.” . , , , 

When Roosevelt left for Warm Springs late in April 1932, he asked 
Moley and Rosenman to continue preparing memorandums so I don t 
get too far behind on my homework.” When Rosenman went down 
to visit Roosevelt 3 weeks later, be brought a great pile of documents, 
covering a variety of issues. By this time Roosevelt was scheduled to 
speak at Oglethorpe University. Ernest K. Lindley of the New York 
Herald Tribune, a sympathetic newspaperman who had absorbed many 
of TugWell’s and Berle’s ideas, provided the Oglethorpe draft, with 
its emphasis on the need for planning and for bold, persistent experi- 
mentation. . . T) , , , 

This was the last speech of the preconvention campaign, liut there 
was no rest for the brain trusters. Some policy questions were prov- 
ing harder to crack than others ; in particular, the agricultural prob- 
lem; — Tug well’s special job — remained baffling and unsatisfactory. 
Tugwell, regarding his own thinking on the "subject as strife, rather 
desperately decided to attend a meeting of farm economists held in 
Chicago shortly before the convention. From Beardsley Ruml m 
Washington he had heard hints of new developments in the domestic 
allotment plan; at Chicago he could talk with M. L. Wilson, of ^ Mon- 
tana, who had become the plan’s apostle. When he arrived in Chicago, 
he found not only Wilson, but Henry Wallace, of Iowa. For several 
days they talked late into the night in the dormitory rooms at the 
University of Chicago where they were billeted. Tugwell was finally 
persuaded that he had found what he was seeking a workable means 
of restricting agricultural production on which the farm leaders might 



agree. ^ _ , .. , 

But time was growing short. On Monday of convention week, 
Tugwell called Roosevelt and tried to unravel the intricacies of the 
plan. After half an hour, Roosevelt, finding he still did not get it, 
brought Rosenman to the phone. Rosenman could not get it either. 
Roosevelt laughed. “Well, Professor,” he finally said to Tugwell, 
“put it in a tSegram — 200 or 300 words — and we’ll work it into the 
speech. I’ll take your word for it that it’s the latest and most efficient 

model.” . . . .. 

Moley had completed the first draft of an acceptance speech by the 
third week in June. Then he went on to Chicago, where he joined 
Tugwell, while Roosevelt and Rosenman began the long vigil in 
Albany. The Moley draft was too long, and Roosevelt worked away 
at odd moments with Rosenman to cut it down. The speech also 
lacked a conclusion. After listening to the all-night balloting, Rosen- 
man, nervous and restless, retired with hot dogs and a pot of coffee to 
try his hand at writing the peroration which he half thought would 
never be used. It was then that Rosenman, jogged perhaps by the title 
of a Stuart Chase article in the current New Republic (“A New Deal 
for America”) but without noting any special significance (any more 
than Roosevelt did when he came to deliver the words) , set down the 
sentence,' “I pledge you, I pledge myself; to deal for the Ameri- 

can people.” 



[From The Nation, Dec. 10, 17, and 24, 1030] 

FIGHTING UNEMPLOYMENT 

I. Organizing the Labor Market 
(By Henry Raymond Mussey) 

Unemployment has become a permanent feature of American life. 
In no year since 1920, it is safe to say, has the average number of work- 
ers out of a job in nonagricultural employments fallen as low as 
1,500,000. In the worst years it has probably been three times as great, 
students of the subject tell us, though nobody knows even approxi- 
mately the actual number today. The difference between good and 
bad times is one of degree, but during good times we forget the whole 
thing. The more reason, then, that we should not let the present crisis 
pass without making at least a start on policies that give promise of 
reducing unemployment in future and eliminating its worst results. 
Organizations of the labor market, unemployment insurance, and 
stabilization of industry — these are the lines of attack on which scien- 
tific students of unemployment have centered attention, and no need 
for immediate relief measures ought to be allowed to divert attention 
from them. 

At present we can think of nothing but unemployment due to hard 
times, or in more elegant language, the cyclical fluctuation of industry. 
As a patter of fact, the best figures that we have (poor enough at 
that) indicate that over any considerable period of time such fluctua- 
tion does not account for even as much as one-half of our total unem- 
ployment, the remaining amount being due to seasonal irregularity, 
the displacement of men by the introduction of better machinery 
and organization (technological unemployment) , and casual labor, 
such as exists among the dockers of an unorganized port. Cyclical 
unemployment, from which we are now suffering, is the most spec- 
tacular of all, is due to causes the least understood, and is therefore the 
hardest to attack. It will be the less puzzling, the better we are able 
to isolate it from unemployment due to other causes. Full, accurate, 
prompt, and continuous knowledge of employment conditions through- 
out the country is a prerequisite to intelligent action in meeting other 
kinds of unemployment and thus paving the way to an attack on the 
baffling problem of cyclical fluctuation. Such knowledge it is im- 
possible to get without a comprehensive organization of the labor 
market, and that organization is therefore a first condition of any 
intelligent program to prevent unemployment. It is a means both to 
knowledge and to direct prevention. 

Nationwide organization of the labor market in a huge country like 
this will be largely organization by industrial districts. State lines 
mean little. Yet our efforts in the past have necessarily run largely 
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along State lines. Aside from tlie efforts of trade unions to inform 
their members of work opportunities, aside from the work of private 
fee-charging agencies, and aside from the short-lived wartime Fed- 
eral Employment Service, what little has hitherto been done in orga- 
nizing employment exchanges has been done by the States and munici- 
palities. Yet according to the report of the Senate Committee on 
Education and Labor in 1929, the total appropriations of all the State 
governments together for this purpose amounted to but $1,203,906, of 
which sum Illinois alone expended more than one-sixtli. . There were 
only 170 State and municipal public employment offices in the entire 
country. On June 25 last the number had risen to 176. Plainly 
enough, under the best conditions these more or less isolated efforts 
could not possibly meet the countrywide need for bringing together 
the worker and the job, to say nothing of furnishing the comprehensive 
and continuous inf ormation that is necessary. 

But no one familiar with the history, of these bureaus would main- 
tain that most of them have worked satisfactorily. I quote the words 
of Benjamin M. Squires, chairman of the General Advisory Board 
of Illinois, who speaks understandingly and sympathetically of the 
work of such offices : 

Their answer (that of personnel men) concurred with my own views as to 
public employment offices wherever they have been set up; and that is that 
the best labor does not apply there. And when they have tried to get help 
from the public employment offices they find the men sent do not fit the job. 
Thev state in further detail that the public employment offices are not well 
located, not well planned, not well staffed; that the personnel of the public 
employment offices is frequently controlled by political influence; and that the 
insecurity of the job makes it difficult to secure competent help through those 
offices. 

Too often, as Mr. Squires suggests, State employment offices have 
been havens for political hacks; yet even so the record is by no nieans 
wholly barren, and in some cases notable and encouraging advances 
have been made recently. 

Even if the record is somewhat discouraging, then, it ought to be 
noted that what little we know about the facts of unemployment we 
owe largely to the work of State departments of labor, like those of 
Massachusetts and New York, which over a period of years, with the 
cooperation of trade unions and employers, have been patiently build- 
ing up a system of regular reports. The Federal Bureau of Labor 
Statistics also, cooperating with the State bureaus, and dependmg 
on the direct reports of employers in States, where such cooperation 
does not exist, now receives, directly and indirectly, reports from 
establishments employing almost 5 million workers. Its monthly 
figures give some information, at least, about the. total number and 
proportion of unemployed workers in manufacturing, mining, public 
utilities, and trade. The Bureau's ill-advised efforts of last- winter 
to get weekly reports for a time, in response to orders from above, 
threw the whole reporting situation into confusion ; and the results 
were used by the administration, it will be remembered, to throw 
dust into the eyes of the public. Reporting machinery cannot be 
devised overnight. The Bureau recently called attention sharply to 
the fact that nobody knows, and that it is nobody’s business to know, 
even the total number of men out of work throughout the country at 



SELECTED READINGS IN EMPLOYMENT 



1761 



any given time, to say nothing of having the body of detailed infor- 
mation by industries and localities that we need. It is in such a 
situation that we have now to take action. While State and local 
activity are important, national action is absolutely necessary if any- 
thing important is to be accomplished. We cannot solve a national 
problem without dealing with it on a nationwide scale. 

The Wagner bills are a first step in the right direction. After a 
hard fight, in which the administration for the better part of 3 years 
was consistently on the wrong side, the first of these bills (S. 3061) 
was passed by both Houses of Congress and signed by the President 
on July 7 last. By failing to make any appropriation, however, Con- 
gress made it of no effect for the time being. The bill appears in- 
nocuous enough. It simply directs the Bureau of Labor Statistics 
to collect and publish monthly statistics of employment as indicated 
by number of persons employed, total wages paid, and total hours of 
employment, in manufacturing, minin g, construction, agriculture, 
transportation and public utilities, and retail and wholesale trade. 
The Bureau is also authorized to arrange with State and municipal 
agencies for their help in getting the figures. The importance of this 
law consists in its promise and its possibility, not in its actual prescrip- 
tions. Once we accept national responsibility for learning and pub- 
lishing the elementary facts of employment and unemployment, the 
work may be developed as desired, and in time we may get full current 
informatioon. It is not hard to snow, however, that such infonnation 
will always be incomplete in the absence of the labor registration that 
is a prerequisite of insurance. 

The second bill (S. 3060) has passed the Senate and has been held 
up by administration forces in the House, where it is being danger- 
ously attacked by the process of amendment. . The bill as passed by 
the Senate directs the Bureau of Labor Statistics “to establish and 
maintain a national system of employment offices” and “to assist 
in estab lishing and maintaining systems of public employment offices 
in the several States and the political subdivisions thereof.. An 
annual appropriation of $4 million is contemplated, of which $3 
million is to be available for distribution among the States, in propor- 
tion to population, to aid in the maintenance of State and municipal 
employment offices. In each case the State must accept the provisions 
of the Federal act and must appropriate an amount at least equal to 
the subsidy it will receive. Further, the State agency must be car- 
ried on kvaccordance with plans approved by the Director General 
of the Federal Employment Service. The familiar scheme of Federal 
subsidy to the States, which has been successfully applied in the 
case of roadbuilding, maternity work, and other activities, ^yjould 
thus be used to stimulate the activity of the States, to bring, about 
as far as possible uniform policies and procedures, and to unite the 
various State and Federal offices into a single national system, with- 
out taking away the independence or responsibility, of the . States, 
although they would be held to Federal standards just as in road 
work. The Federal Bureau would be charged with the responsibility 
for publishing information on employment opportunities and for 
clearing labor among the States — a function not possible for the 
State bureaus. 
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This bill has received the support of scientific students and civic 
organizations all over the country. It was opposed in the House 
hearings last spring only by the National Association of Manufac- 
turers and the private employment agencies, which latter fear the 
effects on their business of a thoroughly organized and well-managed 
nationwide system of employment exchanges. Mr. James A. Emery, 
for the manufacturers, urged the menace of Federal bureaucracy 
and the invasion of States rights. Proposed House amendments tend 
simply to weaken the bill, and it is to be hoped that they will not be 
embodied in the measure as finally passed. Among other things, 
such amendments would reduce the salary of the director of the pro- 
posed employment service, and would take away the authorization 
to establish and maintain uniform standards, policies, and procedure 
among the States, and to aid in the transportation of workers going 
to employment. The bill as passed by the Senate is by no means 
perfect. The authorized appropriation of $3 million a year that is 
proposed for State subsidies during the period up to June 30, 1934, 
& matched by equal State appropriations, would make available for 
the State offices some $6 million, a sum five times as great as that 
expended by the States before the business depression. Even so, the 
amount will'be inadequate if the system grows as it ought to, and ade- 
quate appropriations wiD have to be forthcoming as the work develops. 
More serious is the fact that the bill, as expounded by. Senator Wagner 
to the House Committee on the Judiciary, would not give to the Federal 
Employment Service the power to require, as a condition of subsidy, 
the appointment of employees of State offices under civil service regu- 
lations. If the- practical result, of the Wagner bills were to be simply 
the subsidizing of State employment offices politically manned and 
run, then we should have merely a fresh waste of public money. The 
matter is one of importance if we are to build up a national employ- 
ment service and not a set of State bureaus cursed with political per- 
sonnel, as they have often been cursed, in the past.. 

The bill ought to be safeguarded in this particular,. and driven 
through to enactment in the present session essentially in the form 
in which it was passed by the Senate. If this be done, we shall have 
the beginning of a national employment service, even though its form 
be much more decentralized than is.theoretically desirable. The essen- 
tial thing is not theoretical perfection, but the setting up of a practical 
and workable system, national in character, operation, and outlook, 
yet adjusted to local peculiarities and difficulties. It is not necessary 
to do more than suggest the possibilities of such a service if it were 
given the ungrudging support of the administration and of Congress, 
and were put under the direction of any one of half a dozen competent 
students and administrators who are at present to be found, in the 
Federal and State administrative services and in the universities as 
well. 

Advocates of such a system, however, ought not to exaggerate what 
it can accomplish. Assume that passage of the Wagner bills is only 
the first step in establishing a national system of employment offices, 
and that such a system will be fully developed. Even so it can only 
prevent a certain undetermined amount.of unemployment by bringing 
together unemployed men and vacant jobs when both exist, and can 
furnish certain essential information to serve as a basis for stabiliza- 



SELECTED READINGS IN EMPLOYMENT 



1763 



tion procedure, and for insurance when unemployment cannot be pre- 
vented. At present workers spend millions of dollars on “situations 
wanted” advertising in: the newspapers and many more millions for 
the services of fee-charging private agencies. The abuses of this type 
of agency are so grave that a number of European, countries and five 
Canadian provinces have prohibited their operation entirely. The 
Supreme Court of the United States, however, has held, though with 
strong dissenting opinions, not only that a State may not prohibit such 
agencies, but that it may not even regulate the fees charged by them. 
For the present, therefore, whatever the future may hold in store, a 
public- system oi employment offices will have to establish itself in the 
face of private competition. It cannot be the exclusive' and all-inclu- 
sive agency for the placement and clearing of labor. Therefore the 
information at its disposal cannot be complete, and accordingly, it 
cannot perform either its placement or its information task with 
theoretical perfection. Only as a public employment service is com- 
bined with some kind of insurance system under which all workers are 
registered with that service as a condition of enjoying insurance bene- 
fits, does its work approach such perfection. Public opinion in this 
country has not- yet accepted any. general, system of unemployment 
insurance, however rapidly it may be moving in that direction. . We 
cannot hope immediately, then, for anything better than a partially 
effective employment service. The more reason for taking promptly 
the first necessary steps, in order to prepare the way for the next ones. 

II. Unemployment Insurance 

Interest in unemployment insurance is rapidly increasing in the 
United States. If we want to establish a workable and effective 
system, we have available for our guidance a rich body of European 
experience, by whose lessons we may profit greatly. Great Britain 
is the classic home of unemployment insurance, having established the 
first modem compulsory system in 1911. It was followed in order by 
Italy, Austria, Queensland, Russia, Poland, Irish Free State, Germany, 
and France, all of which introduced compulsory insurance at various 
times between 1919 and 1930. Six other European countries sub- 
sidize the unemployment funds of trade and fraternal organizations 
and of cities. A large part of all this experimentation, it should be 
noted, has occurred during the postwar decade, and has had to 
cope with the extraordinary industrial difficulties or that time. These 
difficulties in turn have given rise to much of. the legislation. No small 
part of the criticism of the working of the insurance plans. has arisen 
out of these special difficulties rather than out of anything inherent in 
the insurance principle itself. . 

The problems involved are grave enough, but it is worthwhile in 
studying them to remember the emphatic testimony of a skilled 
American observer, Miss Mary B. Gilson, who, after a careful study 
of the British system last year, wrote: “I found not a single employer 
who would willingly abandon unemployment insurance for the old 
haphazard methods of relieving destitution due to unemployment.” 
Such testimony could be multiplied, but it is unnecessary to do 
more than quote the words of the Blanesburgh committee which 
reported in 1927: “Nobody has suggested to us that the principle of 
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unemployment insurance should be abandoned. 5 ’ In Great Britain,, 
as elsewhere, the plan has succeeded so well, despite all difficulties, that 
everyone has accepted its basic 'principle, though there is endless, dis- 
agreement over its application. An examination of the great British 
system illustrates clearly both what can be accomplished and what 

ought to be avoided. • _ 

The original British plan, established by a Liberal government in 
1911, rightly combined a national system of labor exchanges with the 
scheme of unemployment insurance; for insurance without such ex- 
changes would be unworkable and disastrous. The system was com- 
pulsory on industries employing about 2,250,000 workers, and required 
contributions from employers, employees, and the state. An unem- 
ployed worker was entitled to benefit up to 15 weeks in any 1 year, 
but to no more than 1 week of benefit for .5 weeks of contribution. The 
scheme was on a straight insurance basis, and was in no sense a plan 
of unlimited unemployment relief. It was designed to be self-support- 
ing, and there was a provision for a readjustment of rates if the fund 
at any time threatened to become insolvent. Launched in a period 
of good times, the system got into operation smoothly, and by August 

1914 the fund had accumulated a surplus of £3, 185, 000. 

The war and the catastrophic unemployment following it com- 
pletely changed the situation, and led, in March 1921, to the introduc- 
tion of “extended benefit”; that is, the payment, of benefits, at first 
for 16 weeks only, to those who had exhausted their insurance right 
to benefit. At this point, that is, unemployment relief in the form of 
the “dole” was added to unemployment insurance, though the name 
and the form of insurance continued. In 1924, under the Labor gov- 
ernment, oenefit was made unlimited in time, and that principle. is 
retained in the existing act, which was passed by the. Conservative 
government in 1928, and which covers more than 12 million persons, 
including all workers between 16 and 65 except those in agriculture 
and domestic service, and a few other relatively small groups. The 
scheme has no real actuarial basis, and now rests essentially on Treas- 
ury grants. The contributions of employers and employees are little 
more than a mode of taxation, and except for these contributions, the 
plan differs comparatively little from unlimited noncontnbutory re- 
lief. Contributions, moreover, are not proportioned at all to unem- 
ployment in various industries; and with unemployed percentages 
varying from less than 3*4> percent in commerce, banking, professional 
services, and tramway and bus service to about 28 percent in ship- 
building and dock service, it is plain that the steady industries are 
being compelled to pay for the sins of the irregular and overstaffed 
ones. The crowding events of the postwar years have thus, funda- 
mentally changed the character of the scheme. In its origin it was a 
plan of genuine and limited insurance based on the contributions of 
employer and employee, with Government subsidy. It has become. a 
plan of practically unlimited unemployment relief, based on public 
funds derived from taxation. It is perhaps not strange .that Ameri- 
cans, urged to introduce unemployment insurance,, point to the 
British experience and ask whether advocates of the insurance plan 
wish to see a similar development.here. 

What, then, are the actual gains and losses that Great Britain has 
derived from this combined insurance-relief system? Would it be 
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possible for us to attain the gains without suffering the losses? What 
are the dangers to be guarded against if we are to set up an insurance 
scheme ? As for the first.question, the one great item on the credit side 
of the ledger is that through the worst industrial depression in British 
history, the standards of living of the working people of Great Britain 
have been maintained to a degree that would be unbelievable if the 
facts were not so clear. Health records, crime records, records of 
every kind agree with the testimony of social workers and other first- 
hand students of working class conditions that the lowering of living 
standards and the loss of working morale in consequence of the severe 
and long-continued depression and consequent unemployment have 
been astonishingly small. Indeed, it is the opinion of the most com- 
petent neientific students that the insurance and relief system has 
been perhaps tpo successful, as will be pointed out later, m keeping 
up standards of living. Be that as it may, no one will question the 
immense social gain that has accrued to Great Britain as a result 
of the protection its workers have had. Nor will anyone seriously 
question the contribution of the insurance laws to British social sta- 
bility during these last difficult 10 years. The Communists will despise 
them for thus hindering the oir?t of revolution; the rest of the com- 
munity will be likely to value their service highly. 

But there is another side to the account. It is not that men live off 
the dole instead of seeking work, as has been so often and so vocif- 
erously charged. The evidence on this point is quite clear, and Sir 
William Beveridge, one of the foremost authorities on the subject 
of unemployment, characterizes such charges as “idle and irresponsible 
talk.” The system of labor exchanges, an indispensable part of any 
sound insurance scheme, makes it possible, as Beveridge points out, 
to control with comparative ease any tendency to prefer idleness to 
work. If the British experience is any guide (and the experience of 
Britain does not differ from that of other countries) the United 
States need not be deterred from introducing unemployment insurance 
by the fear that its workers will be demoralized by it. The danger lies 
in another direction. As Beveridge says, it consists in: 

* * * the risk of demoralising governments, employers, and trade unions so 
that they take less' thought for the prevention of unemployment. Relief of un- 
employment is after all a very bad second best to its prevention. * * * Once 
it is admitted in principle that, either under the guise of insurance or in some 
other form, genuine unemployment can be relieved indefinitely by the simple 
device of giving money from a bottomless purse, prevention is too likely to go 
by the board. 

These are weighty words, whose meaning and application Ought 
to be pondered carefully by every friend of unemployment insurance; 
for, to quote Beveridge once more, “A state which undertakes to relieve 
adequately and indefinitely from a bottomless purse all the unem- 
ployed will soon find itself subsidizing the manufacture of unemploy- 
ment, unless it adopts countermeasures.” 

To illustrate, England’s coal trade in its old extent is gone. If, then, 
England simply continues indefinitely to pay unemployment insurance, 
or more properly relief, to unemployed miners, they tend to remain 
in the depressed areas permanently unemployed, instead of moving 
elsewhere to better industrial opportunities. If the docks continue 
their old practice of hiring men on an absolutely casual basis, main- 
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taining what have been called stagnant pools of only partly employed 
labor, and if the state proceeds to pay insurance benefits to these 
unemployed men, out of funds derived from taxes or from the con- 
tributions of more regular industries, then plainly the state is sub- 
sidizing the docks to maintain men in chronic unemployment. And, 
paradoxical as it may all appear, if the state uses its system of insur- 
ance and relief to maintain living standards and wages at a point 
higher than that at which industry can profitably employ all the work- 
ers, then the state is creating permanent unemployment and is lessen- 
ing the total product from which all incomes must fee drawn. It is 
not possible to do more than thus suggest briefly a few of the outstand- 
ing difficulties and dangers of administering a system of unemploy- 
ment relief; nor is it possible to indicate in detail the “counter- 
measures” that Beveridge points out are necessary if the dangers are 
to be avoided. Suffice it to say that both British and other experience 
indicates that the dangers can be avoided provided political and indus- 
trial administrators are willing to do the necessary thinking and 
planning. As a single illustration, Beveridge suggests that employers 
in chronically irregular industries might be charged for each man 
registered as available for work, no matter how much work he got, 
or such employers might make a payment each time they dismissed a 
man — a suggestion very similar to that of a tax on labor turnover 
suggested by a correspondent elsewhere in this issue. 

If, then, we are to introduce unemployment insurance, which present 
conditions imperatively demand, we must meet the conditions neces- 
sary to its success. We must have a national system of employment 
exchanges. We must distinguish sharply between insurance and relief, 
and must remember that the latter is defensible only as a temporary 
measure to meet extraordinary conditions. We must forever bear 
in mind that insurance is not simply a means of preventing distress, 
but that exchanges and insurance alike are means of fitting the supply 
of labor to the demand so as to insure the worker the nighest pay 
possible consistent with steady employment. Finally, we must recog- 
nize the danger that insurance will lessen the intensity of individual 
and collective efforts at stabilization, which after all is the ultimate 
goal to be sought. Sc far as there is a distinctive American approach 
to the unemployment problem, it contemplates an attack through such 
regularizing of employment rather than through the relief of the 
unemployed. For that reason there is perhaps the less danger that 
success with insurance will lessen our efforts at prevention. 

We have had hitherto in this country no serious proposal for a 
national system of unemployment insurance. Now is the time to 
strike for it. Fifteen bills for State systems have been introduced 
in State legislatures during the past decade and a half. Not one 
has been enacted. No State system, moreover, can adequately meet 
the need. Despite manifest constitutional difficulties, then, we must 
now drive forward to erect a national system of employment exchanges 
plus a national scheme of unemployment insurance, the two being 
intimately wrought together. The insurance scheme ought to be -con- 
tributory, with Government subsidy, on a strict actuarial basis. If, 
in addition, experience should in time show the necessity for relief (as 
opposed to insurance) under extraordinary conditions, it ought not 
to be confused with insurance, and it ough* to be financed entirely 
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out of taxation. But we ought definitely to set our faces against any 
idea of permanently supporting any body of men in idleness. That 
is to throw up the problem, not to solve it. As foreign experience, 
even amid the difficulties of the past 10 years, shows, exchange and 
insurance machinery can be used to increase, not to lessen the stability 
of industry and employment. That stabilization js the aim of any 
intelligent fight on unemployment. For as Beveridge says, “Unem- 
ployment remains * * * a problem of industry, not an act of God.” 

HI. Stabilization 

The only thing to do with unemployment is to abolish it. The only 
way to abolish it is to stabilize employment. An unemployment pro- 
gram, therefore, must lead up to stabilization as its ultimate goal, and 
must include every possible immediate step toward that goal. Labor 
exchanges and insurance should be regarded as means to the steady 
and productive functioning of industry, and should be handled with 
that end in view. But there are other tasks of organization and direc- 
tion that industry itself must perform if the industrial machine is to 
run steadily; and the Western World today faces a grave question in 
consequence: (Jan those tasks be performed adequately without such a 
centralized control of industry, and maybe of consumers 7 choices them- 
selves, as exists at present nowhere outside of Soviet Russia ? We of 
the West face the problem of reconciling individual freedom as we 
have developed it with industrial stability as we have not yet developed 
it. 

Unemployment as we know it today fells into four chief classes: 
seasonal, casual, technological, and cyclical. Unfortunately, we have 
no figures that really show their comparative importance. All are im- 
portant enough. ^ o two demand exactly the same treatment. But in 
connection with all alike, as Feldman points out in his notable book 
“The Regularization of Employment, 77 we find one effective cause of 
unemployment; namely, the indifference of management. As Feld- 
man shows, the individual concern, under favorable conditions, even 
with our existing industrial organization can accomplish vastly more 
than hds commonly been supposed in doing away with unemployment, 
particularly of the seasonal, casual, and technological type. In fact, 
the distinctive American contribution to the problem of preventing 
unemployment has consisted largely in showing what the individual 
employer can actually accomplish when he definitely accepts the regu- 
larization of employment as one of the major ends of management. 

In the seasonal field I will take onlv two well-known examples — the 
Dennison Manufacturing Co. and 'Hills Bros., packers of drome- 
dary dates, both carrying on business of a highly seasonal character. 
They have been able, in the one case by an advanced sales technique 
and the development of a variety of products, and in the other by a 
fundamental change in technical equipment, to reduce their operations 
to almost entire regularity and to cut down unemployment among their 
employees almost to notlnng. The task of regularization is extremely 
hard to accomplish in seasonal trades, like some parts of the'buildiiig 
industry, whose actual operation depends directly on the weather, and 
in style-bound trades, like millinery and clothing, where it seems well- 
nigh impossible to produce except in immediate response to the 
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instant style demands. We need to give the less advanced concerns 
and the more backward industries an effective motive for trying experi- 
ments along the lines that the more advanced ones have followed on 
their own initiative. Such a motive plight possibly be found in a 
discriminating tax rising with irregularity of operations. . Sir William 
Beveridge in his great book suggests two specific possibilities of this 
kind, and a correspondent in The Nation of December 17 put forward 
the interesting suggestion of a tax on labor turnover, a possibility well 
worth exploring. 

The situation is different in casual unemployment, and the case 
against management is distinctly stronger than in the seasonal trades. 
Wovk on the docks of a great seaport affords the classic illustration. 
Work at any one dock is highly irregular. All the docks together 
operated separately, accordingly attract a body of labor much larger 
than they can keep fully occupied, and there is therefore chronic under- 
employment among dockers. Experience has show that it is possible 
to overcome this condition by organizing the labor market of all the 
docks of a port as a unit. Yet men for the most part are still hired 
in the old helter-skelter fashion because it is easy to get labor so. 
Casual unemployment, or underemployment, then, is. susceptible to 
attack through the machinery of labor exchanges, provided employers 
are required to meet their needs exclusively through the exchanges. 
But the employers in such industries show little capacity or inclination 
to bring about any organization. We ought to make a vigorous 
frontal attack by organizing public labor exchanges and requiring 
employers to get their labor through these agencies. 

Technological unemployment, which looms so large in present-day 
thinking, is being attacked by some firms which, before introducing 
a new machine, for example, require their staff to plan not only for the 
running of the machine, but for the employment elsewhere of the men 
that it displaces. However, the problem caused by technical progress 
in malring large numbers of men superfluous where aey have been 
employed cannot be solved by individual action alone. There must 
be an organization that will bring such men promptly into touch with 
the new industrial opportunities that are constantly being created 
in other lines, and that will give them the retraining required to meet 
the new opportunities. We thus come back to a comprehensive system 
of labor exchanges and insurance intelligently administered with a 
view not to freezing industry in its existing mold, but to bringing it 
about that the constantly accelerating technical changes shall bring a 
minimum of loss to the workers involved. This result will not be 
accomplished by private industry in pursuit of profits alone,, for the 
quickest way to profit lies in the ruthless adoption of technical and 
organizational improvements, leaving labor to look out for itself 
as best it may. The history of our steel industry is a clear enough 
illustration of this policy and its results. Under the conditions now 
confronting us the cost of manufacturing millionaires by this method 
is heavier than we can afford to pay. 

We have to remember, however, that stabilization would l)e highly 
undesirable if it involved the stereotyping of industry. We want 
progress in methods and organization, which means that men who have 
learned a certain trade of a certain job will be superseded by machines, 
and that industries will move from one place to another. It is desir- 
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able to have a rational growth of wants, which means that some 
industries will die and others will spring up; but 
immense social gain if the enormous apparatus of advertising could be 
reduced to a Action of its present swollen proportions. In any 

dynamic society, however, even if the “ff of lK? 
were somewhat moderate, there is bound to be displacement of labor, 
but an intelligent use of labor exchanges and insurance could bring 
abouTa stabilisation 0 f employment anS income for the worker wrth- 

OU Whenwetu°m P foSployinent caused by thecycHcalfl^tuations 

of industry however, we enter a field where we deal with forces less 
understood ’and therefore less manageable. If industry the world 
over shrinks sharply, as it has done miring the past year, plainly n 
organization of the labor market, 1# however efficient* can P^ventun- 
eSvment. Industry in the United States today is ^timated to be 
operating at 30 percent below its level of a year ago. There 1S 
to be a vast number of men out of work because there are not jobs 
enough to go wound. To prevent this kind of unemployment we 
havegotto^stabilize industiy itself, and in this respect we We thus 

fa m wt^^naWyS^, however, that the credit policies of central 
banks exercise a distinct influence in stimulating or repressmg business 
activities. We are gradually building up a body of knowledge on 
which the banks can act. The Federal Reserve System, acting in - 
iunction with the central banks of other countries, even today can do 
much to lessen the extremes of business fluctuation, though it cannot 
of 1 itself pull business out of the doldrums, as its present helplessness 
shows. None the less, it ought to be held to a full responsibility and 
pilloried for its weakness in failing to check speculative madness 1 e 
that of 1929, with the resulting industrial boom and collapse. 

Instead of stabilizing industry, some students in late years have 
^“thusSc ovef the poStle use of pubUc works fo stebdize 
employment. Their hopes are greatly exaggerated. The notion that 
crises can be prevented ^having an immense rese^e of public > worfe 
to throw into the breach whenever busmess falters is, I believe, whollv 
unS a^ the Wt that can be done by this means is to hold back 
during periods of good times certain public improvements not of im- 
nSte P and pressing importance, with the idea of inaugurating them 
promplty when bad times threaten. Such action . w0 ^™°5?hiir 
authorization of bond issues for public works long in advance of their 
actual inception, and the drawing up of programs of awmprehensive 
kind extending over a considerable period of years. Something, pe 
haps, can be accomplished by this method, but the possibilities of any 

task of stabilizing the gr^ mdus- 
tries themselves. From any rational point of view, why should the 
textile mills and the shoe factories of the United States be driven to 
capacity 1 year only and stand idle a quarter of the time the next . 
Green a certain population, we can draw upabudget of food, clothing, 
shelter and other necessaries for them. That budget will not vary 
SSffij from 1 year to the next. Why then should not the fundamen- 
ttdtaZnstriss rggulariy, leaving tfie luxury ,teades itof 

of insularity? The answer is, m part, at least, that the immense 
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variety of goods at disposal of the modem community has brought it 
about that there are few real necessaries anv longer. Shoes, for ex- 
ample, are no longer shoes; they are a hundred different patterns of 
shoes that may go out of style overnight and be discarded. There is 
no such thing as food; there are thousands of food articles whose con- 
sumption goes up and down with every change of income and of taste. 
If we are to keep this bewildering range of choice in respect to all kinds 
of goods, and are to change our choices overnight, as we have learned 
to do, it is hard to see how we are to stabilize the industries that pro- 
duce to meet our tastes. 

We need also a far-reaching plan of production if industry is to be 
steadied. We think of Russia and its Gosplan, and a conservative 
economist has recently put forward a proposal that American industry 
work out a ten-year production plan with a view to stabilizing indus- 
try. Such a proposal, however, iri a society of highly developed indi- 
vidual economic freedom like ours encounters difficulties that dp not 
exist in Russia. Russia’s industrial dictators have the power to deter- 
mine what people can get by determining what shall be produced. 
They can budget consumption requirements because they have .the 
power to limit consumers’ choices to what they choose to produce. 
Will we submit to any such limitation? And if we will, how are milr 
lions of independent producers to be induced or compelled to act in 
accordance with a imified plan ? Yet even in the United States, under 
a ruthlessly competitive industrial system, businessmen have developed 
methods of cooperation in the face of common needs and dangers. 
While there is as yet little beyond vague suggestion of something re- 
sembling a national economic council, it is not inconceivable that our 
necessities may lead to the working out of a more or less rational plan 
of ordered growth, into which individual enterprises may fit them- 
selves as a matter of self-preservation. 

Organization will have to reach our beyond national boundaries, 
because the production and exchange of goods have become in so large 
a degree international. The Western countries have developed na- 
tional central-banking machinery for the control of credit, and such 
machinery is being used, with an increasing degree of cooperation 
among central banks, for the purposes of financial stabilization. Is it 
impossible that a similar approach to industrial stabilization may yet 
be attempted? In any case, just as is true of the central banks, the 
organization cannot depend on private profits to make it go. It is no 
less clear that the successful working of any such organization would 
mean a great change in our present distribution of income, which con- 
tains in itself the pregnant seed of industrial disorder. iNot until we 
can bring both economic and political life into a state of national and 
international order in place of our present competitive anarchy, can 
we hope entirely to abolish unemployment. Our capitalistic society 
today faces the question whether it is capable of bringing such order 
into our life. If not, then, to quote Mr. Thomas L. Chadboume, “the 
people who are suffering from it will challenge our system just as in- 
evitably as the earth goes aroundthe sun.” . ' . . 



[From the Forum, July 1031] 

A “5-YEAR PLAIT FOR AMERICA 
(By Charles A. Beard) 

Is the concept of national planning merely another transitory fad, 
an idle fantasy bom of daydreaming and defined like a thousands 
otheifs to pass away tomorrow or the Say after ? The answer seenre to 
be an inescapable negative. AH Western civilization re founded mi 
technology, and of inner necessity technology is rational and planful. 
The engineer must conform to the inexorable laws of force and mate- 
rials. Technology cannot begin anything without first establishing a 
goal, a purpose. To proceed at all it must stake out a field of work; 
then in execution it must assemble materials and engines and carry 
on its operations according to blueprints until it reaches its predeter- 
mined ends. With irresistible might it strides across the wild welter of 
unreasoned actions, irrelevant sentiments, and emotional starts and 

fits which characterize historic politics, agriculture, and industry. As 

technology advances, occupying ever-larger areas of productive econ- 
omy, there will be a corresponding contraction of the spheres con- 
trolled by guesswork and rule-of-thumb procedure. This means, of 
course, a continuous expansion of the planned zone of economic 

^Rational in method and planful in procedure, technology is also 
centripetal in operation. Systematization and unification are inherent 
in its very processes. Every advance in the chemical field, for instance) 
involves contacts with other fields— the use of electricity, the exploita- 
tion of coal, and spinning, dyeing, and weaving. Wherever tech- 
nology works in industiy and transportation, it contributes powerfully 
to the concentration of productive activities^— to the mtegratwn pf 
small plants — thus running counter to the individualistic and freewill 
methods prevailing in the days of handicrafts and simple agriculture. 
Horizontal and vertical trusts and interlocking directorates are the 
inevitable outcome of technical rationality functioning under its law of 
efficiency. If technology, now young, is to go forward— and it wiU 
under the drive of mass demands for the comforts and conveniences of 
civilization— then the area of economic life controlled by planning will 
widen. The only question is : under what institutional auspices? 

In this there is nothing new. Hints of it were discovered by Charles 
Babbage a century ago. There is nothing Russian about its origin. 
Indeed, planning of economy was anathema to the Bolsheviks until, 
facing the task of feeding enraged multitudes, they laid aside Marx, 
look up Frderick Winslow Taylor, and borrowed foreign technology 
to save their political skins. There is nothing m the concept that is 
alien to American experience. Our giant industrial corporations, 
though harassed by politics, bear witness to the efficacy of large-scale 
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planning. From industry the idea spreads to politics. Its progress is 
symbolized in the rise of the budget system, in the work of the Bureau 
of Standards, and in the growth of city planning. At the present 
moment, two-thirds of the American cities with more than 25,000 
inhabitants have planning boards or commissions, and collectively 
they have in course of execution projects of great magnitude. 

City planning is represented by a national association, amagazine, a 
national conference, university chairs, a practicing profession, volumes 
of statutes and ordinances, and achievements of no mean proportion. 
State planning for power, agriculture, highways, and other brandies 
of economy now looms large in Governors’ messages. Fragments of 
national planning are already scattered through the agencies and es- 
tablishments of the Federal Government and await the touch of en- 
gineering genius to extend them and tie them into a consistent orga- 
nization for efficient functioning on the national stage. _ Planning is 
already here; it is inherent in our technological civilization, which is 
now as American as the individualistic agriculture that held 
the center of die economic stage for two centuries during our early 
development. It would have gone forward inexorably, even if the 
Russian revolution had not borrowed it and dramatized it. 

It is merely accentuated today by an industrial paralysis which 
promises to be deeper and more prolonged than any previous crisis of 
the kind. The American people now stand aghast at the paradox of 
wheat piled mountain high and shoe machinery rusting while millio ns 
willing to work go hungry and unshod. This paradox is no longer 
pointed out by a few “long-haired agitators.” From the top to the 
bottom of our civilization a searching of hearts is proceeding with 
startling rapidity. 

A business leader as experienced and practical as Daniel Willard 
openly informs the Wharton School of Finance and Commerce that 
“A system — call it what you will — under which it is possible for 5 or 6 
millions of willing and able-bodied men to be out of work and unable 
to secure work for months at a time, with no other source of income, 
cannot be said to be perfect or even satisfactory; on the contrary, it can 
be said to have failed in at least one very important detail, I can think 
of nothing more deplorable than the condition of a man, able and 
anxious to work, but unable to secure work, with no resources but his 
labor and, perhaps, with others even more helpless dependent upon 
him. Unless he is willing to starve and see those who justly look to 
him for support also starve, his only alternative is to seek charity and, 
failing that, to steal. While I do not like to say so, I would be less than 
candid if I did not say that in such circumstances I would steal before 
I would starve.” Evidently we have gone a long way from the day 
when an ex-President of the United States could fling back the cry 
“God knows; I don’t” to a workingman asking what he should do in 
the face of unemployment and starvation. 

But the issue transcends the present crisis. The crisis will pass. 
Still the waste of our natural resources, the neglect of our opportuni- 
ties, the failure to use our marvelous material endowment efficiently 
will be pointed out by technology with increasing emphasis. Aware- 
ness of the necessity of planning will spread. Projects and work in 
hand will force the gates of the future. And there is good ground for 
predicting that other crises, more devastating, will return with 



SELECTED READINGS IN EMPLOYMENT 



1773 



rhythmic regularity, until science takes the place of rule of thumb 
and the untrammeled acquisitive instinct. Herein lies the problem: 
How to go forward along lines already made clear by the lamp of 
experience and engineering rationality ? 

Planning — Our One Solution 

When the question is asked : What shall be done ? three answers come 
at once, the easiest at the outset naturally, for all love ease. First 
there is the answer: do nothing at all; return to laissez faire. This 
is the counsel of despair; like the peasants of Europe in the presence 
of the Black Death, we should lie down* and accept fate. Besides 
being repugnant to reason, the philosophy of laissez faire has been 
tried and has failed to fulfill its promises. It is also obsolete, having 
been abandoned by technology and business enterprise. Condemned 
by experience as a pledge or security and prosperity, it cannot be 
revived; children burned and blackened in that fire will not return to 
it again. Even if attractive as a theory, it has been rendered impos- 
sible by the march of events beyond the reach of any person, func- 
tionary, or class. 

At the other extreme, we are offered a dictatorship— -of politicians 
either in their own name or in the name of the proletariat. Both are 
a form of verbal legerdemain, but owing to their prominence in cur- 
rent discussion they deserve consideration. The former may be 
adapted to Italy "with her meager resources and her vast mass of illit- 
erate or semiliterate peasants; it may have improved slightly at least 
the economic lot of the Italian people — which is debatable ; but to talk 
of forcing such an iron regime of despotism on the citizens of the 
United States is to betray a woeful ignorance of their history, their 
traditions, their ideas, mid their willful way of life. It is to adopt 
the fanciful philosophy cf the French revolutionists, who thought they 
had a creed good always, everywhere, and for everybody. To expect 
dictators who have never before managed anything as complicated as 
a chicken farm to manage a vast technological system of industry 
with success is to expect the impossible, even though evangelistic 
fervor be enlisted. 

The same criticism applies with equal force to the Russian remedy. 
It has lately been associated with the concept of planning, but that 
was an afterthought and never would have been even partially realized 
had it not been for the technological assistance of Western capitalism. 
Nor is the Russian plan really a plan in the sense of a definite stereo- 
type for action. For more than 10 years the Russian Government has 
pursued a zigzag course, trying one expedient after another; and it 
is still constantly changing the inner organization of its industrial 
machinery in a desperate effort to make it work efficiently. It has 
renounced one proletarian polity after another in order to make its 
wheels turn, ana what will be the outcome of its labors either in terms 
of organization or performance, no one can vaguely guess. 

One thing, however, is certain ; it rules by tyranny and terror, with 
secret police, espionage, and arbitrary executions. The system may be 
adapted to a people who endured czarist despotism for centuries, but 
to suppose that it could be transported intact to the United States, 
even if deemed successful in its own bailiwick, is to ignore the stub- 
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bom facts of American life and experience— -the long practice of self- 
government in towns, villages, and States, toe traditions of 
liberty, the established public school system, and a thousand othw 
elements that stand out like mountains in the American scene. If 
“hlTweie^ed with all the evils ascribed to it by Commumste 
rand it has plenty to its credit), still the American people, on a fair 
Indflcoir^oiUd vote 100 to 1 lor keeping it rather Ann »dave 
themselv es to the kind of political and economic despotism regnant 
inXdaS of the former dars. This does not mean, 
they win not soon see the necessity of recognizing toe nghtof Russia 
to work out her own destiny and put her trust m the moTlifymgeffect 
of reasonable intercourse rather than in barricades and blockades. 

In the third place, we are offered palliatives. Some hopeful eco- 
nomists propose the 4r or 3-day week in industry, blandly overling 
agricultmre, wlrich would be called upon to pay the bill for that gener- 
ous luxury, assuming that it is feasible for manufacturing. It is also 
suggSfthat children be kept in school until they are 21 y^rs rfd. 
1ms scheme ignores the feet that thousands of children do not want 
to be in school and, in truth, should not be there, after they are 15 o 
16 years of age. Were the idea practicable, its execution would 
demoralizing to millions of young people, unless the whole system of 
education rare geared into a planned national economy. Standing 

^ Under* l^head of palliatives come schemes for elalmrate pubUc 
works, especially to employ the idle in times of depression Withm 
limits sucha building program is undoubtedly desirable, but it has 
perils, for it may withdraw millions and billions from fruitM capit^ 
investments and waste them on enterprises which add nothing 
Nation’s economy except expenses for upkeep. The history of Federal 
waterways appropriations affords a tragic warning. Fin y, _ 
are various projects of insurance. Here, too, is a device of restricted 
utility. Governing persons may prefer to .give doles to idle working 
people rather than to have them upset the fair pageantry of state, but 
the practice extended over long periods of time is rumous to economy 
and morals. It represents the imbecility of defeatism. B^es, it 
displays the kind of intellectual cowardice which led the Romans to 
seek safety in supplying bread and circuses to the pullulating multi- 
tudes of toe Eternal City. It is a foe of, not a substitute for, planned 

W fc°t§e fuller realization of that type of economy, the stubborn 
heritage of American civilization must be kept m mind. Planning 
cannot ignore the human elements in the situation— the traditions or 
personal liberty (though often violated), the inventiveness and ex- 
perimenting spirit of individuals, long-continued institutions of local 
government, ways of living, standards of life, and easy-going democ- 
racy of customs. It must conserve the dynamics of enterprise which 
has been so marked in toe conquest of this continent. It must reward 
efficiency from toe top to toe bottom— a truth which the Russian Gov- 
ernment is learning by bitter experience. It must leave wide areas 
of life and economy open to ingenuity. It must- reckon wiJi the 
resolve of vast masses to have more than toe minimum subsistence now 
tolerated by millions in Europe and the Orient. It must avoid the 
Tedtape and sterility so common to large government undertakings— 
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though not so common as, often, imagined in interested quarters. It 
will lop off the deadwood of our futile plutocracy, so sinister in its 
influences on politics, culture and rational living, without at the same 
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_ Planning on a large scale in these circumstances, and in fact-.in any 
circumstances, is a hazardous industry, but it must faced, and 
attempts must be made to cut .a way into the dim future under such 
light, as we have. . It is not given to*any mind to conceive a blueprint 
or the whole fields and the present project is submitted with the thought 
that it may be more/ of ,a target for concentrating fire than a beacon 
tq. the lampless.. Yet ip human affairs a target lias its utility. As 
jaines Madison explains in the Federalist, “it is impossible for the 
people spontaneously and. ufllt>rsally to move in concert toward their 
object” ; hence in time of stress and strain changes must be “instituted 
by some informal and unauthorized propositions made by some patri- 
otic and, respectable citizen .or number of citizens.” In this spirit the 
following plan is sketched to the limits of the space allowed. 

’ . . A National Economic Council 

*' The first step in the program is the institution of a National Eco- 
nomic Council, under the authorization of Congress.! In or ganizing 
the membership of this Council, Congress^ will take, into account afl 
the. great industries which have reached a high degree of concentration 
or. Would be easily consolidated wCre it not for the hampering barriers 
of the antitrust acts. The groups thus affiliated will certainly include 
economic agencies concerned' with transportation, communications, 
fUel' (oil, gas, and coal) , iron and steel, lumber and building materials, 
electrical utilites, textiles, packing, and perhaps a few others. Also 
represented on the Coundu will be the several organisations in agricul- 
ture, wholesaling, and retailing.. ’ In addition, labor, organized and 
unorganized, will have its spokesmen. The exact weight to be assigned 
to each element will be a matter of great delicacy^ but criteria can be 
evolved and in the process; the experience of Germany with economic 
cdiincilsmay be studied with profit. ‘ . / •. > 

5 In short, there will be established for tliefundamental industries of 
the country^-covering the prime necessities of food, clothes, and 
shelter — a small national body charged with the function of coordinat- 
ing these divisions of economy ana working out the project of their 
inner. rektions-ffiiiancipl, operative, and distributive. At the outset; 
it will serve as a kind of economic convention, like that of 1787, to 
draw up an economic program to be submitted to the country for ap- 
proval. It will naturally propound any changes in the Constitution 
and laws deemed necessary for the realization of planned economy. 

To facilitate ,this immense operation, the Sherman and Clayton 
Antitrust Acts will be .repealed. All industries included in the Na- 
tional Economic Council, and other industries not yet ripe for affiliation 
but approaching a high degree of ' concentration, will be declared to be 
national public service enterprises “affected with public interest” and. 
subject to the principles of prudent investment and. fair returns. In 
all this there is no departure from concepts now well established in 
American law. 'Billions of dollars worth of gas, railway, communica- 
tions, and electnc property is already within the scope of this declara- 
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tion. The Federal Coal Commission, which examined the coal problem 
in 1923, reported that the mining of anthracite was “affected with pub- 
lic interest.” In sustaining an act of Colorado pertaining to strikes 
and lockouts in such business undertakings, a State court declared 
years ago : 

We must take judicial notice of what has taken place in this and other States, 
ana that the coal industry is vitally related, not only to other industries, but 
to the health and even the life of the people. Food, shelter, and heat before all 
others are the great necessities of life and in modern life heat means coal. 

Well may the informed commentator, It. E. Cushman, add : “This 
is a line of reasoning which raises the query whether the courts may 
not yet come to the point of defining businesses affected with a public 
interest in simple terms of human necessity.” Whatever the courte 
might say with respect to such a principle, it would be supreme if 
established by constitutional mandate. At one stroke the billions of 
capital now within this category will be widened to cover all enter- 
prises fundamental to a high standard of American life, and the 
process of regularization, standardization, accounting, and 1 control can 
be immediately set going. If a great deal of water went under the 
bridge, it could be later squeezed out painlessly by inheritance taxes, 
and the proceeds devoted to amortization of capital. . 

Associated with the National Economic Council will be a Board of 
Strategy and Planning, with approriate divisions, each headed by 
a production engineer. Here points of reference can be found in the 
War Industries Board and other Federal agencies created during the 
titanic effort to mobilize men and materials for the world war. The 
prime function of the Board of Strategy, and Planning will be to 
make a survey of the resources and productive facilities of the country 
and forecast the production of consumers and capital goods, starting 
with obvious needs and proceeding to the possible Boundaries of wealth 
creation under a system of efficient technology. 

After this survey will come an allocation of productive and distribu- 
tive activities with respect to the requirements of the plan. Procedure 
here will be in keeping with that already followed by large corpora- 
tions in the United States — simply on a vaster scale and subject to 
economic, not legal, restrictions. The central concern will Be not 
only the maximum output of goods in each division, within the limits 
of constantly expanding requirements, but also a steady raising of 
the standard of life by increasing, wages and reducing prices. . The 
tempo of the productoin machine will be, as our philosophical engineer, 
Ralph E. Flanders, says, “a question of values. As we value goods 
more and leisure less, we will lengthen our workdays. As we value 
leisure more and goods less, we will shorten them.” 

Closely affiliated with the Board, of Strategy and Planning will be 
the Bureau of Standards in Washington, which will be strengthened 
by a concentration of industrial research agencies, as far as centraliza- 
tion will work for the elimination of duplications. Whenever it is 
necessary , for industrial or geographical reasons, to attach research 
laboratories to particular plants or, as in the case of agriculture,, to 
experiment stations established with reference to climate and soils, 
there will be a planning and allocation of work at the center, under 
a planning staff, with a view to intense specialization and. the solution 
of problems with the least motion. In connection with its work, the 
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Bureau of Standards will extend its present activities to include the 
standardization of all commodities produced under the jurisdiction 
of the National Economic Council; and goods produced outside of 
that jurisdiction will be subjected to the same tests as to weights, 
measures, composition, and quality. These will be, of course, the 
fundamental goods. A large part of so-called quality goods, calling 
for distinctive taste and esthetic characteristics, will continue in pri- 
vate hands, but with the decline of the plutocracy the production of 
articles for the demimonde will fall off. 

Syndicated Corporations 

So much for the genera" overhead of the new order of technological 
efficiency. Now let us turn to the internal structure of the great in- 
dustries associated with the National Economic Council. Each will be 
a syndicate of affiliated corporations, in the form of a holding com- 
pany, analogous to the present Electric Bond & Share Co., with large 
directorial and service powers. Perhaps in time a closer union will Joe 
effected, but the more freedom at the bottom the better for initiative 
and prompt action. 

The syndicate will have its own board of strategy and planning, 
geared into the grand Board of the National Economic Council. The 
syndicate will consist of divisional or geographical corporations, . or 
both, as the case may be, and the various plants under each corporation 
will be operated by corporation managers. Operating standards and 
efficiency tests for all plants will be set by syndicate production engi- 
neers, and competitive principles will be established, with national 
service medals and graduated bonuses as rewards for valorous soldiers 
of the forge and lathe. Since the profits of each syndicate, as a public 
utility, are to be limited, such surpluses as may arise will be due mainly 
to unexpected efficiency, and will be divided into two parts : one to go 
to bonuses and the other to reserves for contingencies, including unem- 
ployment arising from accidents, temporary shutdowns, changes in 
machinery, crop failures, and depressions, if any. 

In the precise form proposedf for each syndicate and corporation, 
there will be nothing foreign to American experience and practical 
achievement. Numerous examples are to be found on every hand. 
There is, for instance, the Inland Waterways Corporation under the 
management of the War Department, which operates fleets of vessels 
in the carrying trade between Minnesota and the Gulf of Mexico, as 
well as along the gulf from Alabama to New Orleans. Though a 
business concern making regular charges for its service, it is entirely 
public in nature, the Government of the United States holding all the 
stock in it. Another illustration is afforded by the Federal land banks, 
in which the Government owns part of the stock and closely supervises 
the issue of bonds. Possibilities are to be found in the limited-dividend 
corporations established for housing projects under the laws of New 
York. 

Hints for development may also be drawn from the proposed cor- 
poration to take over transit companies in New York City, involving 
property worth approximately a billion dollars. Under this scheme 
the outstanding stocks and bonds are to be transformed into other 
securities, bearing a low rate of interest, and the amalgamated con- 
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cems are to be operated by a quasi-public directorate representing the 
city and the constituent companies. 

From fragments gathered from holding companies and organiza- 
tions mentioned above, illuminated by imagination, ideal forms for the 
syndicates and corporations to be established under .the National Eco- 
nomic Council can be readily brought to blue print, Without violating 
a single American economic tradition. Indeed, a far more tender “re- 
gard could be paid to stock and bondholders than is usual in cases of 
bankruptcy and reorganization under private banking ituspices/ 

Now let us consider the problem of financing. In the beginning, the 
financial readjustment necessary to the establishment of each syndicate 
or corporation might be left to private arrangement, as in the case of 
railway and utility enterprises under Federal and State commissions. 
Principles conceived in the public interest with due respect to private 
rights are now a part of the laws of the land. Since the new syndicates 
to be organized under the National Economic Council will be public 
utilities, it will be relatively easy to work out the financial readjust- 
ment on the basis of prudent investment and fair return. In time, 
however, it may be found desirable to reduce the capital charges by 
substituting consolidated first mortgage bonds drawing 3-percent in- 
terest, gradually extinguishing the outside stockholding groups, and 
providing safe investments for small savings. ! 

Doubtless, as indicated, a lot of water would flow into the capital 
setup, causing a huge outcry among political democrats, but since' the 
water could be effectively reduced by taxation, it would be better to al- 
low a generous freedom than to stall a grand plan in a quarrel over 
details. As a part of the program, it would contribute to efficiency 
if a large amount of stocks were kept afloat, with graduated dividends 
based on efficiency in operation and production, especially if these 
stocks were distributed among the directors, managers, and employees 
of the several corporations. Thus the private stockholder, who ordi- 
narily does nothing for industry but sign proxies and grumble when 
dividends are reduced, would be eliminated in the end, and vested 
interests turned over to engineers and. workers, leaving the bondholder 
with his 3 percent and liable to a stiller inheritance tax than is now 
imposed. It would also be advantageous if the proceeds from inherit- 
ance and income surtaxes were all turned over to capital account ‘for 
amortization purposes or new construction, leaving’ the politicians to 
raise their current revenues from other sources. 

From what has been said it is apparent that no confiscation of prop- 
erty is contemplated here. On the contrary, the examples set by the 
abolition of $3 or $4 billion worth of property in slaves during our 
civil conflict, and the destruction of millions invested in the liquor 
business by prohibition, are put aside as highly undesirable methods 
of operating in a technological society. It is one thing for peasants 
to seize land belonging to their lords and go ahead tilling it as of old ; 
but the arbitrary seizure of property employed in complicated , tech- 
nical operations is an entirely different proposition. An acre of kmd 
is an acre of land, and com or potatoes are easily produced on it. A 
factory or railway is, to be sure, a collection of objective utilities, blit 
the amount of wealth it can turn out depends fundamentally on the 
interest., skill, and loyalty of those who manage and operate it. The 
loss of a few months of chaos may be equal to the entire capital value. 
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It has been estimated .that the entire productive outfit of an industrial 
nation could be reproduced in 10 years. 

Everything hangs on management. Violence and tyranny cannot 
create a spinning machine or operate one after it is built. A few years 
of civil conflict in a technological society, even if carried on by political 
methods only, might well destroy more wealth than could possibly ac- 
crue to present vested interests under the generous reorganization plan 
suggested above. Caveman methods on the part of capital and labor 
in a technological civilization indicate a lack of commonsense, if not 
a want of humor, to say nothing of justice and humanity. If the Amer- 
ican economic system could be run full blast on principles of efficiency 
for 5 years, the surplus alone would probably extinguish half of the 
capital obligations, especially if coupled with a moderate* use of the 
taxing power. 

Farming 

Since American industries are far advanced along the road of tech- 
nology and concentration, it is not necessary to attempt here a closer 

S icture of the syndicate plan proposed above. But something must 
e said about agriculture, which is still in a primitive state of devel- 
opment in large sections of the country. Agriculture ought to be es- 
pecially emphasized in connection with national planning, for city 
dwellers are woefully ignorant of the land and seem to care little for 
the conditions under which their basic industry is carried on. Yet it 
is fundamental. If agriculture perishes, as in parts of China, civil- 
ization Sinks down in ruins. Borne likewise furnishes an example ; our 
scholars well know the intimate relations between the decay of Boman 
agriculture and the decline of the Empire. There is also another side 
to tie problem. The overgrown urban agglomerations of the United 
States, with their millions pounding pavements, toiling listlessly in 
poorly lighted offices and factories, and living in sunless tenements need 
more of the country, not less. And a rational system of industrial 
planning will dissolve the absurd and unwholesome slum areas of 
cities, carry industries out into air and sunlight, and institute a fine 
balance of rural and urban life. . 

But is it possible to plan for the individualistic anarchy of American 
agriculture ? There are great difficulties in the way ; yet they are not 
insurmountable to intelligence and will. Governor Boosevelt, of New 
York, propounded last winter in a Statesmanlike manner, the begin- 
nings of an attack on this problem. Becognizing the fact that im- 
mense areas of marginal land are now being tilled, yielding only pov- 
erty and distress to the tillers, he proposed a survey of all the agricul- 
tural resources of the State, a classification of land according to fer- 
tility and uses, and the reforestation of enormous sections now under 
futile cultivation. Fair compensation would be made to the owners 
and a recovery of outlay effected in the long run by the production of 
lumber. Collaterally, a great mileage of back-country roads would be 
closed, materially reducing the burdensome taxes now imposed on 
farms for maintenance. The abandonment of dirt roads could be ac- 
companied by the extension of improved highways throughout the 
fertile regions according to a rational plan, thus providing rapid trans- 
portation to market and raising the standards/)! country life. Along 
the improved highways, high voltage lines could be built for thetrans- 
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mission of electricity, furnishing cheap power and light for farms— 

power to facilitate production and light so indispensable to civilized 
living. 

Under the Agricultural Syndicate, to be formed under the National 
Economic Council, plans along the above lines will be worked out for 
the whole country and carried into execution through Federal and 
State cooperation. This would, of course, be merely a start, import an t 
no doubt, Dut still a preliminary. 

With regard to the millions of individual farms and plantations 
under cultivation, all is not formless and void. Powerful associations 
in cotton growing, wheat raising, dairying, fruit culture, and other 
brandies are operating today in connection with the Federal Farm 
Board and the Department of Agriculture. Standardization, the in- 
troduction of scientific methods, and cooperative marketing are in 
rapid process of development and, great as are the difficulties ahead, 
they are by no means baffling. 

But this is not enough. A more thoroughgoing rationalization is 
demanded by the exigencies of our industrial civilization. Efficiency 
calls for a concentration in certain branches of agriculture as in manu- 
facturing and transporting. To proceed on the assumption that wheat 
can be profitably raised on small farms, costing sometimes $250 an 
acre, in competition with gigantic enterprises such as T. D. Campbell 
conducts in Wyoming or Hickman Price in Texas, is to pursue a delu- 
sion bound to be ruinous in the end, no matter how much money the 
Farm Board pours into the bottomless wheat pit. It simply cannot 
be done and heroic measures will be necessary to meet the situation 
created by technology in agriculture. 

What is the way out ? At best it is dimly seen, and only guesses can 
be made here. Yet one thing is certain : The ruthless conquest and 
exploitation of peasants by the urban proletariat practiced in Russia 
is impossible in the United States or, if possible, a violation of every 
human decency cherished by the American people. Theer are, how- 
ever, methods of collective action which are compatible with individual 
rights and long-settled traditions. In the first place, the syndicate 
and corporation idea to be applied in industry is applicable to impor- 
tant branches of agriculture— is, in fact, already applied on some scale. 
Hence the Syndicate of Agriculture, established under the National 
Economic Council, will proceed as a public utility to acquire large 
areas of land which cannot be profitably tilled by historic methods and 
will work them by machinery under special corporations. Individual 
farmers, without surrendering their local interest, can come into a 
corporation on specific conditions, just as individual manufacturing 
plants can be taken into an appropriate industrial corporation. 

In addition, one large agricultural corporation in the national syndi- 
cate could undertake large diversified farming. It might acquire by 
purchase thousands of farms in different parts of the country and tie 
different branches into one enterprise. For instance, it could operate 
com farms in Iowa and dairy farms in Connecticut, shipping its feed 
by the trainload from the West to central depots in the dairy districts, 
employing improved highways in detailed distribution. Agents sta- 
tioned at central points could supply standardization and efficiency 
methods and exercise supervision over individual dairymen. Machin- 
ery could be used cooperatively in convenient districts; insurance and 
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other services rendered. . Farmers owning their land might come under 
the scheme^ keeping individual initiative and yet deriving the benefits 
of a collective economy. 

In conjunction with the industrial syndicates a distribution of power 
and minor industries can be made in such a way as to employ farmers 
during the winter season, supplying local and even national necessities, 
perhaps wooden, articles from neighboring forests. As a further 
guarantee of efficiency, the system of bonuses for performance, prevail- 
ing in industry, will be applied to agricultural corporations. As far 
as the system works, agriculture will be brought under the regime of 
planned economy. 

Marketing and Foreign Affairs 

On the marketing side immense difficulties will be encountered and 
it will be the duty of the marketing syndicate under the National Eco- 
nomic Council, representing wholesaling and retailing interests, to 
work out the plan. Chainstores and mail-order houses point one way 
of development. The establishment of great storage houses and 
refrigeration plants, with branches, and the integration of those now 
under Federal and State supervision will eliminate wastage in haulage 
and handling, curtail the sphere and profits of middlemen, and open 
the direct routes between producers and consumers. Here, too, as in 
other divisions of planned economy, individual merchants may affiliate 
themselves with the marketing syndicate’s corporations. In the end, 
however, with respect to all staples, the area of this hazardous occupa- 
tion will be materially restricted, without closing the doors upon mer- 
chants dealing with specialties and objects of esthetic enjoyment. 

Now we come to foreign affairs, which, strictly speaking, is a 
department of industry and marketing. Since an immense domestic 
market will be opened under national planning and attention will be 
directed primarily to the enlargement of this market, the feverish and 
irrational methods of unloading and dumping goods on foreign coun- 
tries will be reduced to a minimum, if not discontinued entirely. The 
industrial countries of the world cannot live by taking in each other’s 
washing. Here also is the most fruitful source of international 
rivalries and wars — the source of most burdens for diplomacy. Once 
rationalized, foreign exchange could proceed on the basis of reciprocal 
trade in necessities not well supplied by domestic enterprise. 

Under the plan here proposed the foreign commerce of the United 
States will be carried on by a syndicate of exporting and importing 
corporations organized along the lines now laid down in the Webb 
Act of 1918 for the export trade. In this field as elsewhere there will 
be nothing new— merely an extension of principles and practices well 
established under prevailing legislation. The purpose of the syndi- 
cate, however, will not be to force firearms and trinkets on African 
savages, but to carry on a rational trade with other countries in such 
a way as to secure, on fair and favorable terms, the goods needed by 
the United States. It will not proceed on the assumption that the 
nation can get rich by dumping goods abroad at less than the cost 
of production. The syndicate will also control the issue of foreign 
securities in the United States. It will stop the reckless habits of 
financiers in making loans to irresponsible governments to be wasted in 
unproductive enterprises — a custom ruinous to American investors and 
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a curse to the peoples of the borrowing countries. Naturally the 
syndicate will also be a powerful aid to diplomacy, bringing the reason 
of commodity exchange to bear on the vagaries of ministers plenipo- 
tentiary. 

As a phase of foreign policy associated with trade, American 
diplomacy will proceed on the basis of the Kellog Pact. It will recom- 
mend adherence to the World Court. It will frankly cooperate to 
the fullest extent in the economic conferences and conventions of the 
League of Nations, as it does now in a furtive manner. It will advise 
a cancellation of European debts on conditions that the armed forces 
of the world be brought down to a police basis. It will abandon the 
Coolidge theorem that the Army and Navy of the United States mast 
be big enough to protect any American citizen who wants to make 10 
percent on the bonds of Weissnichtwo or sell com flakes, shoe horns, 
ard collar buttons to the inhabitants of the world willy-nilly. For the 
policy of dominating the world, American diplomacy will substitute 
that of strict and adequate national defense-^-defense of the land and 
people of the United States — by universal militaiy service, if Europe 
stubbornly refuses to come to terms on disarmament. 

America Tomorrow 

All this, it may be said, is too large, too general, too remote, and 
offers no help in the present emergency. That complaint may be 
faced, although it is sometimes better to suffer in an emergency than 
to do more harm in an effort to get out of it. While the program out- 
lined above is being put into execution, expedients may be devised in 
line with its provisions. 

Let the President summon Congress in a special session to organize 
immediatley two of the syndicates to be ultimately fitted into the grand 
scheme — one for agriculture and the other for building materials and 
housing. The first of these, with the consent of State legislatures, will 
begin immediately to carry into execution in each State the plan pro- 
posed by Governor Roosevelt, of New York, alluded to above; namely, 
buying up marginal land, reforesting; constructing highways, and 
building electric transmission lines (with or without the cooperation 
of private companies as circumstances may dictate). In each State 
the syndicate will also proceed to organize one or more agricultural 
corporations to establish corporate farming as outlined above on a 
large scale, in that way covering thousands of acres of public and pri- 
vate land with grand model enterprises. 

The building materials and housing syndicate will proceed at once 
to a survey of the sum and submerged areas of great cities, make 
regional plans, and prepare a gigantic housing program. It will en- 
trust construction to limited dividend corporations in each locality or, 
where this is not feasible, form special corporations for the purpose. 
It will enroll ai. army or 2 or 3 million men to tear down and build 
cities decent to live in and delightful to the eye, summoning to its aid 
the best architectural talent in the country. As each housing project 
will be directed by a special corporation, matters of management, 
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rentals, and ownership will he left to local circumstances. Until the 
general system of productive and distributive economy is organized, 
there will be many, difficulties and hazards, but after tnat consuipma-. 
tion housing will be geared into the development of industry. It should 
then work; out smoothly. ; . ,. 

These two undertakings will be financed by freedom bonds and sqld 
with the zeal of war issues. And they will sell. .If the hysterical gov- 
ernments of Europe, should get into another war and the United, 
States were drawn into the conflict, who would protest against the sale 
of a hundred billion dollars’ worth of consols to pay for killing 10 
million hoys? Not a single patriot. Then will -it be said that we can- 
not float one-tenth of the sum, if necessary, to save 5 or 6 million 
American;, citizens from the. horrors of unemployment, and pauper- 
ism — and enrich the country at the same time.by addinggrand capital 
works, wealth-creating enterprises ? After a war, the people— that is, 
plain citizens — are poorer than before; after this heroic national ef- 
fortj all will be richer in goods — and still more important, in patriotic 
spirit. It ought not to be difficult to arouse enthusiasm for such a 
cause. 

Let the worst be said. Let it be prophesied that these agricultural 
and housing works will not “pay.” Doubtless some money would be 
lost, but in the end there would be millions of acres of modei farms and 
thousands of houses fit to live in. If the scheme fails, the properties 
can be sold on better terms than, let us say, unused munition dumps 
and the boats of the Emergency Fleet Corporation. Should they all 
fall into ruin, still they would be the noblest monument to human 
endeavor ever erected since time began, making America at dooms- 
day unique among the civilizations of the earth. 

But the project is lot utopian; it involves the extension of practices 
already in effect; and brains and materials are available. If such a 
program were officially announced, its immediate effect would be to 
* give the people of the United States assurance for the future; they 
would begin to spend where they now hoard against direful uncertain- 
ty; and the outcome would be confidence in the will and power of the 
Nation. 

In summary, the scheme here outlined is no foreign concoction 
or importation. It is a purely native product. Even now it lies partly 
completed before us. It may be merely American destiny fore- 
shadowed. In any case, it makes no break with American institutions 
and traditions. On the contrary, it integrates and accelerates proc- 
esses already unfolding under our very eyes : according to the estimates 
of Gardiner C. Means, 200 corporations, managed by fewer than 2,000 
directors control between 35 and 45 percent of the business wealth of 
the country, and they are growing 3 times as fast as the small corpora- 
tions. Are they to be great aggregations of wealth selfishly adminis- 
tered or public service corporations operated on a basis of prudent 
investment and fair return? That is a fateful question, soon to be 
asked in tones of thunder, even if planned economy bo rejected as 
chimerical. 
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But it is not chimerical. It is practical, for America has the intel- 
ligence, the organizing capacity, the engineering skill, the material 
endowment, and above all, men and women willing to makeimmense 
sacrifices for their children and their children’s children. They have 
faith in the mission of their country. And in due tune Ajnenca will 
arise, shake off her lethargy, and put forth powers like those of our 
ancestors who founded this Nation and conquered this continent. ^ If 
to the aged of little hope, planned economy appears remote and im- 
possible, it must be said that it is not as remote and impossible as the 
very United States today would seem to the little band of men and 
women who landed under wintry skies at Plymouth three centuries 
ago. To take counsel and to dare, again and yet agam, this is the true 
American spirit, and out of daring will come achievement far beyond 
our dim, chill imaginations. 



MESSAGE TO CONGRESS, DECEMBER 8, 1931, BY 

HERBERT HOOVER 

In meeting the problems of this difficult period, we have witnessed a 
remarkable development of the sense of cooperation in the community. 
For the first time in the history of our major economic depressions 
there has been a notable absence of public disorders and Industrial 
conflict. Above all there is an enlargement of social and spiritual 
responsibility among the people. 

The strains and stresses upon business have resulted in closer appli- 
cation, in saner policies, and in better methods. Public improvements 
have been carried out on a larger scale than even in normal times. 
The country is richer in physical property, in newly discovered re- 
sources, and in productive capacity than ever before. There has been 
constant gain in knowledge and education ; there has been continuous 
advance in science and invention; there has been distinct gain in public 
health. Business depressions have been recurrent in the life of our 
country and are but transitory * * *. 

The emergencies of unemployment have been met by action in 
many directions. The appropriations for the continued speeding up 
of the great Federal construction program have provided direct and 
indirect aid to employment upon a large scale. By organized unity 
of action the States and municipalities have also maintained large 
programs of public improvement. 

Many industries have been prevailed upon to anticipate and inten- 

" if ' 



wages at as high * uiwA 

business would permit. This course has saved us from the industrial 
conflict and the disorder which have characterized all previous 
depressions. 

Immigration has been curtailed by administrative action. Upon 
the basis of normal immigration the decrease amounts to about 300,000 
individuals who otherwise would have been added to our un em ploy- 
ment. The expansion of Federal employment agencies under ap- 



Relief, 



propriations by Congress has proved most effectiver 
Through the President’s Organization for Unemployment 
public and private agencies were successfully mobilized last winter 
to provide employment and other measures against distress. Similar 
organization gives assurance against suffering during the coming win- 
ter. Committees of leading citizens are now active at practicallvevery 
point of unemployment. In the large majority they have been assured 
the funds necessary which, together with local government aids, will 
meet the situation. A few exceptional localities will be further or- 
ganized. 
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The evidence of the Public Health Service shows an actual decrease 
of sickness and infant anl general mortality below normal years. No 
greater proof could be adduced that our people have been protected 
from hunger and cold, and that the sense or social responsibility in the 
Nation has responded to the need of the unfortunate * * *. 

We must avoid burdens upon the Government which will create more 
unemployment in private industry than can be gained by further ex- 
pansion of employment by the Federal Government. We can now 
stimulate employment and agriculture more effectually and speedily 
through the voluntary measures in progress, through the thawing out 
of credit, through the building up of stability abroad, through the 
home loan discount banks, through an emergency finance corporation 
and the rehabilitation of the railways and other such directions. 

I am opposed to any direct or indirect Government dole. The 
breakdown and increased unemployment in Europe is due in part to 
such practices. Our people are providing against distress from un- 
employment in true American fashion by a magnificent response to 
public appeal and by action of the local governments * * *. 

If the individual surrenders his own initiative and responsibilities, 
he is surrendering his own freedom and his own liberty. It is the 
duty of the National Government to insist that both the local govern- 
ments apd the individual shall assume and bear these responsibilities 
as a fundamental of preserving the very basis of our freedom. 

Many vital changes and movements of vast proportions are taking 
place in the economic world. The effect of these changes upon the fu- 

film nannnf Vkn oAnn aIaokItt aa AJ iL!-. 1 ° ^ 




jTi- ,-v 7 “““s* it is cne ouigrowtn 

people eXPerienCe ° f Amenca » and expresses the faith and spirit of our 

It has carried us in a century and a half to leadership of the economic 
world. If our economic system does not match our highest expecta- 
tions at all times, it does not require revolutionary action to bring it 
into accord with any necessity that experience may prove. It has 

successfully adjusted itself to changing conditions in the past. It will 
do so again. 

institutions, the richness of our resources and 
the abilities of our people enable us to meet them unafraid. It is a 
distressful tune for many of our people, but they have shown qualities 
as mghm fortdud 0 , courage, and resourcefulness as ever in oiir history. 

With that spirit, I have faith that out of it will come a sounder life, 
a truer standard of values, a greater recognition of the results of hon- 
est effort and a healthier atmosphere in which to rear our children 
Ours must be a country of such stability and security as cannot fail to 
cariy forward and enlarge among all the people that abundant life 
of matenai and spiritual opportunity which it has represented among 
all nations since its beginning. 6 



(From “Potentials of the American Eoono my, " Harva rd Dniverslty Press. This 
L paper was presented on November ll, 

THE IMMEDIATE UNEMPLOYMENT PROBLEM 

(By Sumner Slichter) 

My discussion of the immediate unemployment problem will f aU 
intotwo parts. First, I wish to focus attention upon the problem 
which will confront us between now and next summer. Thenl wish 
to shift attention to the problem that we shall face durmg the next 

^ °Th/mimbe^ of unemployed now approximates 11 million, or about 
one-fourth of the population normally in gainful employment. In 
addition, roughly haft of the employed are working only part time. 
It is inconceivable that between now andthe end of the 
wiU be a sufficient revival of business to absorb a large fraction of the 
unemployed. This is particularly true m view of the fact that a sub- 
stantial expansion of demand could be metsimply by increasing the 
working hours of the men on part time. Despite all that we > might 
do to make jobs by promoting business .revival, it is plain that the 
problem which immediately confronts us is primarily one of providing 

relief. j 

Extent op the Relief Burden 

How great is the relief burden likely to be? The number of 
the totally unemployed is at least one-fourth greater than a year ago, 
and the voliune Sf Unemployment is at least one-third greater. The 
proportion of the unemployed who have exhausted their resmu^s 
ana the resources of their friends and relatives is rapidly rising. This 
is demonstrated by the fact that nearly half of th© persons now see ing 
reheffrom welfare agencies in New York City have never before 

S °The record^* relief throughout the depression indicates that ex- 
penditures have roughly doubled each year. Perhaps this geometric 
progression will not continue. Nevertheless, it is well to remember 
thatforecasts of the relief burden have almost mvariably been too 
low! 1 December 1932 is not far away, and it should be possible to 
estimate with some accuracy the probable load for that month and to 

compare it with that of a year ago. La ^ £^ en ^ er nU ^ ber ^ 
families receiving relief in Chicago was 99,293. For December 1932 
the number is estimated at 164,000. In Cleveland, in December 
1931 there were 18,978 families on relief; this December it 

, . 0 TTM>rlPnt>ft Is that of Chicago, which late In 1981 undertook to raise 

$10^0® S?Khe%S«on that lt ; would last until the fall of 1932. The fund was 

exhausted early in February 1932. 1787 
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is estimated there wiil be 34,775. In Cincinnati, 13,203 families 
were aided in December 1931 ; for the coming December, the estimate 
is 24,975. In New York, where.46,500 families are now under the care 
of the home relief bureau, it is estimated that approximately 46,000 
additional families, as a minimum, will have to be provided for dur- 
ing the winter of 1932-33. On the basis of this and other evidence 
it seems safe to conclude that the relief needs of this winter will be 
approximately twice those of last winter. 2 They may be much more. 

When I point out there is bound to be a large increase in the relief 
load, let me remind you that the standards of relief have been shock- 
ingly low. Shoes and clothing are given only in extreme cases, and 
in mose cities rent is paid only on eviction. Allowances for a family 
rarely average more than $5 a week, and allowances of $3 and $4 a 
week are common. In many rural communities the standards are 
lower. Some counties in Dlinois are giving no more than 6 or 7 cents 
a person per day. Many persons in dire need obtain no relief what- 
ever — partly because false pride prevents them from making appli- 
cation, and partly because inadequate resources compel the welfare 
agencies to refuse thousands of worthy cases. For over a month 
last spring, the New York City Home Relief Bureau accepted no 
new cases. At that time the Bureau had a waiting list of over 19,000. 



Resources op Local Agencies Diminishing 

Up to the s umme r of 1932, practically all the relief was provided 
by local agencies, either public or private. The proportion of the 
burden borne by public and private agencies has varied widely among 
different communities, but totals from many cities, indicate that about 
three-fourths of the relief has come from public agencies and about 
one-fourth from private. Only eight States nad given help in substan- 
tial amounts, ana the assistance by the Federal Government was negli- 
gible. The ability of the local agencies, both public and private, to 
bear the burden is steadily diminishing. Shrinking private incomes 
and heavy increases in income taxes are reducing both the willingness 
and the ability of individuals to contribute to charity. Noteworthy is 
the fact that the Gibson Committee in New York, which last year 
raised $18 million, is this year attempting to raise $15 million. Last 
year Cook County raised $10.5 million from private donations; this 
year the goal is $7.5 million. As a general rule the goals of community 
chests in 1932 are below those in 1931. 

The financial difficulties of the private agencies are compelling them 
to withdraw as far as possible from pure unemployment relief work. 
This increases the burden on the public agencies. .Butthe ability of the 
cities and the counties to raise funds Joy taxation is shrinking, be- 
cause about nine-tenths of their income is derived from the taxation of 
real estate which, even before the depression, was heavily overtaxed 



* Other estimates Indicate that this general conclusion is conservative. In Dayton, Ohio, 
for example, the number of relief families, la .December 1931 wag 5,083; for December 
1932 the number Is estimated at 11,000. In Columbus, Ohio, 4,136 families were aided 
by the principal relief agencies in December 1931. The. same agencies estimate that they 
Will have 12,600 families on their relief rolls this coming December. In Stark County, 
Ohio (which Includes the cities of Canton, Massillon, and Alliance), the families on relief 
are expected to Increase from 5,692 In December 1931 to 10,799 In December 1932. The 
reports to the Children’s Bureau of the U.S. Department of Labor, covering the relief 
activities of 748 agencies or divisions of departments in 125 dttes. show an increase in 
the number of families aided from 333,720 In August 1931 to 731,394 In August 1932. 
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relative to other sources of income. Falling rents and a rising per- 
centage of vacancies are steadily reducing the ability of real estate to 
bear the burden of relief. The decrease m rents varies from place to 
place, but it is rare to find a city in which rents are not at least 20 per- 
cent below those of 1929. The arop in rental income is, of course, much 
greater. 

All this is reflected in the mounting tax delinquencies. Last year 
Detroit imposed a levy of $76 million, of which it failed to collect $18 
million. Pittsburgh had a levy of $22.59 million, of which over $3 
million was delinquent. In Cleveland nearly 19 percent of the county 
taxes and about 56 percent of the special assessment taxes are delin- 
quent Particularly important is the fact that ability to give relief has 
diminished most of all in precisely those communities where unemploy- 
ment is greatest. For a few months, relief may be financed by borrow- 
ing; but city after city has now reached the point where further bor- 
rowing is impossible. 

This, then, is the situation that we face this coming winter: relief 
needs, even on an inadequate basis, will double those of a year ago. 
Local resources will be no greater, and in the very places where unem- 
ployment is worst and the need is greatest, they will be much less. 
How should this problem be met ? 

Expansion of Public Works 

Throughout the depression it has been urged that unemployment be 
relieved by the expansion of public works. Shortly after the stock 
market crash, President Hoover urged this policy upon the States and 
municipalities, and the Federal (Government has practiced it on a 
modest scale. In the fiscal year 1930-31 the outlay for Federal con- 
struction was about one-third more than in 1929. In 1931-32 there will 
be another increase, so that in this year the total outlay for Federal 
construction may be approximately double that of 1929. Federal con- 
struction, however, has normally been only a small part of all public 
building, and the. cities and States, on the whole, have failed to heed 
Mr. Hoover’s advice to expand construction. On the contrary, in 1931 
they reduced their building so much that, despite the increase in Fed- 
eral construction, the total outlay for all public works in the country 
was substantially less than in 1930. (In 1930 the figure was $3,632 
billion.) The preliminary estimates of Mr. Arthur D. Gayer for the 
National Bureau of Economic Research put the expenditures for 1931 
at about $3 billion.) In 1932 came the collapse in the bond market 
which has practically prevented municipal financing. Simultaneously 
there has developed an economy drive which in some c ommuni ties 
has amounted to hysteria. As a result, non-Federal public works have 
dropped from about $2.5 billion to about $800 million; and all public 
construction, local, State, and Federal, is not more than half the level 
of 1931. Thus, instead of reducing unemployment by expanding pub- 
lic construction, we find ourselves increasing unemployment by curtail- 
ing public works. 

Undoubtedly many cities could achieve substatial savings by build- 
ing now, when costs are. low, rather than waiting until several years 
later when costs will be higher. Nevertheless, a bond issue today would 
mean higher taxes to the extent of the interest and amortization 
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charges, and few communities, no matter how low their ratio of in- 
debtedness to property values, are willing to impose any new burdens 
on the taxpayers. Furthermore, the market for municipal securities, 
though much stronger than formerly, is none too good. 

To meet these two obstacles to an increase in public works, Congress 
has given the Reconstruction Finance Corporation $1.5 billion for 
loans on certain types of “self -liquidating” public or semipublic proj- 
ects. The Corporation has been- accused of being dilatory and unduly 
technical and meticulous in requiring that the letter of the law be 
observed; Whether or not these criticisms were once true, I do not 
beiieve that they are true today. Naturally it has taken a little time 
for the Corporation to build up an organization. This task, however, 
has been done rather quickly. 

By the end of October, the Corporation had received 149 fairly com- 
plete applications for “self-liquidating” loans. Many of the applica- 
tions were not eligible under the terms of the law or were not accom- 
panied with proper supporting data. Indeed, a recent tabulation 
indicated that approximately half of the applications were not eligible 
and that many others were- of doubtful eligibility. (The Corporation 
attempts to “salvage” projects which appear to have merit but which 
are not eligible in the particular form presented.) Up to November 
1, the Corporation had made 24 self -liquidating loans totaling $135,- 
433,500. Not 1 cent of this amount, however, had been spent and not 
a man had been put to work by it. This is not a criticism of the Cor- 
poration. On the contrary, to some extent it reflects the fact that the 
Corporation has granted loans faster than the communities have been 
prepared to use them. 

But even if work were instantly started oh all the projects for which 
the Corporation had authorized loans up to November, the number of 
jobs directly provided would be less than 25,000. The number of jobs 
that would be indirectly created is conjectural, but it would not bring 
the total up to 100,000. But there are 11 million unemployed. Pos- 
sibly by next summer or a year from this winter, the loans of the 
Corporation may have a perceptible effect on employment. During 
this winter, however, they will have virtually none. They leave the 
relief problem practically unaltered. 

Spreading the Work . . , 

Another proposal for relieving unemployment which has attracted 
much attention is “spreading the work.” More or less organized sup- 
port for this plan goes back to the beginning of the depression, but 
last September a greatly intensified drive began under the leadership 
of President Teagle of the Standard Oil Co. pf New Jersey. Mr. 
Teagle announced that the plan might put a million men back to work, 
and expressed the hope that it might eventually give jobs to 2 million.* 
• Spreading work has two aspects which should be carefully distin- 
guished. Work may be divided as business drops, in order to prevent 
layoffs; or it may be divided in order to give jobs to persons who are 
now unemployed. Most instances of spreading work which have been 

* New York Times, Sept. 2, 1932, pH. 



SELECTED READINGS IN EMPLOYMENT 



1791 



reported in the newspapers are of the former variety. 4 The normal 
seasonal shrinkage in employment may be expected to increase the 
number of idle during the winter by at least a million. There is rsason 
to hope that, by spreading work, a large proportion of these prospec- 
tive layoffs will be prevented. 

But what prospect is there that spreading work will positively re- 
duce the 11 million unemployed? In manufacturing, the work has 
already been spread remarkably thin. For example, m 21 industries 
during August 1932, the National Industrial Conference Board reports 
an average working week of only 32.2 hours, with average weekly 
earnings of $15.35. Only four industries averaged 40 or more hours 
a wsek. With hours and earnings in manuf acturmg so low, how much 
thinner should work be spread ? 

Full-time employment appears to be most prevalent in banking, 
insurance, wholesaling, retailing, and public utilities. Consequently, 
these mdustnes furnish the best opportunities to spread work. But 
despite the fact that the sacrifice is mainly borne by the workers, most 
employers are strongly opposed to taking work from their present 
emplwees for the purpose of giving- jobs to men who are now unem- 
ployed. One reason is that managements are reluctant to incur the ill 
will which this step might arouse among their men. Another reason 
is that many enterprises, even after 3 years of cutting and economiz- 
ing, are still carrying more employees than they really need. The 
low scale of compensation which prevails in both retailing and bank- 
ing is a serious obstacle to spreading work, particularly in view of 
the fact that many workers who have full-time jobs are supporting 
relatives. It is a serious matter to reduce the working hours ( and 
hence the compensation) of a $15-a-week clerk who may be the sole 
member in her family who has a job. In this connection it is inter- 
festing to observe that several of tho Standard Oil companies, in cut- 
ting the hours of employees to 40 a week, are not reducing the compen- 
sation of employees receiving less than $100 a month. 

. -At any rate, after careful inquiry I have found relatively few banks, 
insurance companies, stores, or public utilities that have divided work 
in order to make room for additional employees. In view of the 
obstacles to spreading work any thinner than it is spread today, we 
shall be fortunate if the movement to share the work succeeds in pre- 
venting an increase in unemployment this winter. It will be a miracle 
if the movement creates as many as a million new jobs before spring. 
But even such an unexpected accomplishment would leave 10 million 
men unemployed, which would be about one-fourth more than last win- 
ter. It is important to remembe r th at much relief is necessary even for 
men who have part-time jobs. When a man is reduced to 2 or 3 days 
a week, any unusual expense means that he must have help from 
somewhere. 




But about three out of four of these persons are workers who were saved from being laid 
off by spreading work, and only about one-fourth are persons who were unemployed and 

in e * ^ii^ n J?^ 8 i te dividing the work. For this information I am 

indebted to Mr. Paul Eliel of the Industrial Association of San Francisco. 
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National Aid Inadequate 

Public works, self-liquiding loans, and spreading work promise 
little help toward meeting the relief problem of this winter. What 
are we to do? Additional help is imperative. Where is it to come 
from? 

One possibility is national aid. The Reconstruction Finance Cor- 

{ joration has been given $800 million to “lend” to the States and the 
ocal communities. How far will this go? At the Relief Confer- 
ence in Washington during September, Mr. Promerene, Chairman of 
the Corporation, announced that he interpreted the law to mean 
that the $300 million should be made to last 2 years. As a device for 
encouraging the local communities to draw generously on their own 
resources, mis statement is unobjectionable. But is there any real 
prospect that the $300 million will last 2 years? Last spring the Bu- 
reau of the Census made a study of relief expenditures by govern- 
mental and private organizations in certain communities during the 
first quarter of 1931. The communities included all of the larger 
cities and contained 60 percent of the country’s population. They 
undoubtedly included a much larger fraction of the unemployed. 
During the first 3 months of 1931, these communities spent $73,757,300 
for relief to families outside of institutions and for homeless men. 
At the rate of increase which seems to have occured, these communi- 
ties must have spent about $140 million during the first quarter of 
1932. During the first quarter of 1933, they will probably need about 
$280 million. 

Let us assume that the local communities are able to raise as much 
for relief this year as last; if the increase in expenditures were to 
fall entirely upon the funds of the Reconstruction Finance Corpora- 
tion, nearly half those funds would be exhausted during the first 3 
months of 1933. These will probably be the worst 3 months of the 
year. Nevertheless, the evidence points to the conclusion that even 
if the local communities could maintain their expenditures undimin- 
ished, substantially all of the Reconstruction Finance Corporation’s 
$300 million would be required before June 30, 1933, merely to meet 
the increase in the relief needs of these communities representing only 
60 percent of the country’s population. But the local communities as a 
whole will not be able to maintain their relief expenditures on the same 
scale as last year, and considerable relief must of course, be provided 
in the rural communities from which returns of relief expenditures 
are not available. Unless the standards of relief, already dangerously 
low, are to be substantially reduced, much more help must be given 
the local communities before next July than the $300 million which 
the Reconstruction Finance Corporation has available. 

The States Must Act 

Where is this help to come from ? The bodies which have been most 
delinquent in meeting the unemployment problem thus far have been 
the States. Only eight States have given relief in substantial volume. 
It is true that these States include many of the industrially important 
ones — New York, New Jersey, Pennsylvania, Ohio, and Wisconsin — 
but the record of the States as a whole is not good. The States can tap 
many sources of revenue which are not open to the cities, because it is 



SELECTED READINGS IN EMPLOYMENT 



1793 



exceedingly difficult for cities to raise money by any method other 
than taxing real estate. Furthermore, participation of the States in 
the relief work is particularly important because they are the logical 
bodies to raise the standards of local relief, to supervise the establish- 
ment of proper relief agencies in each city and county, and especially 
to see that small cities and rural communities, which have no orga- 
nized charities and which have been exceedingly backward in extending 
help, are provided with organizations. 

X am aware of the political difficulty in getting States to act. Un- 
employment is concentrated to a great extent in the cities; and the 
rural communities, hard hit by the drop in agricultural prices, are 
reluctant to permit the State’s taxing power to be used to meet the 
need in the cities. This difficulty is accentuated in some States by 
longstanding differences between the cities and the rural communities 
over the use of the taxing power and by differences in the party con- 
trol of State legislatures and municipal administrations. Finally, 
the economy movement may make the States reluctant to participate 
in unemployment relief. 

Nevertheless, the States must be induced to act. How to get them 
to act is perhaps the most important aspect of the unemployment 
relief problem at this moment. The Emergency Unemployment Re- 
lief Act provides that Federal relief funds shall not be in lieu of 
money made available by the various States and their political sub- 
divisions, but rather shall be supplementary thereto. The Reconstruc- 
tion Finance Corporation has followed the policy of making grants 
for short periods and in limited amounts only, and of insisting that 
the States and the local communities make a real effort to help them- 
selves. 

For example, the Corporation has declined to grant further loans 
or assistance to the local communities of the State of Michigan unless 
the State contributes some money of its own. Temporary aid of $2.5 
million to Detroit and to other communities until the first of Decem- 
ber was granted on the understanding that additional funds will not 
be provided unless the State legislature makes an effort to raise funds 
within the State. The Corporation has insisted that the government 
of Illinois call a special session of the legislature to provide for relief. 
On November 4, in granting a loan of $5,462,265 to Pennsylvania, the 
Corporation urged in strong terms the need for ^ further action by the 
State and its political subdivisions at the earliest possible moment, 
and announced that it would “hesitate” to provide further funds “un- 
til the State and/or its various political subdivisions have taken ac- 
tion to meet the emergency needs of the people.” . 

Whether the Reconstruction Finance Corporation succeeds in stimu- 
lating the States to act must depend upon public opinion. The policy 
of the Corporation is bound to arouse intense criticism from diverse 
sources — from those who feel that relief should not be delayed or lim- 
ited while governmental units battle over the allocation of the burden, 
and from many interests which oppose any increase in State taxes or 
any diversion of State funds from their present uses. Possibly 
the volume of criticism will be so formidable that the Corporation 
will capitulate before it. I hope, however, that the public in the main 
will support the Corporation in its efforts to induce the^ States to 
assume more responsibility for unemployment relief. Relief will be 
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better organized and more efficiently administered, and the unem- 
ployed will be more adequately provided for, if each State establishes 
a relief board and provides it with some funds. Furthermore, if the 
States refuse to act, Congress will naturally be more reluctant to 
grant Federal aid for relief during the winter of 1933-34. 

n 

I have said that the immediate problem confronting us is primarily 
one of giving relief rather than of creating jobs by assisting the 
Tevival of business. But naturally it is important to do everything 
possible to accelerate revival. There is an enormous amount of post- 
poned spending which will begin once revival is fairly underway. 
And even though revival could not greatly alter the relief burden this 
winter, it might substantially reduce the burden during the coming 
summer and the following winter. But so great is the lack of con- 
fidence, and so readily, in the present state of psychology, are pro- 
posals misinterpreted and mismiderstood, that it is necessary to be 
exceedingly judicious in planning assistance to business. Neverthe- 
less, there are several steps which the Government might take. 

Aid Through Distribution of Cotton 

Let me begin with a. modest suggestion which would be at once a 
relief measure and a help to business revival. The purchasing power 
of many millions of Americans depends on the price of cotton. The 
price is low partly because of the enormous carryover of approxi- 
mately 12 million bales. The faster we reduce this carryover^ the 
more rapidly will the price of cotton recover and the greater will be 
the purchasing power of a large part of the country. Last summer 
Congress gave 500,000 bales from the holdings, of the Cotton Stabili? 
zation Corporation to the- Bed Cross for distribution in the form of 
cloth or garments for the unemployed. The Bed Cross reports that 
its cotton will not suffice for more than one-quarter of the requests 
from its local chapters, and that the supply will be exhausted by about 
January 1933. The Cotton Stabilization Corporation still has about 
400,000 bales of “stabilization cotton,” and the cooperatives have an 
even larger amount. Surely it is ridiculous for the Government to 
hold cotton in the hope of ultimately recovering part of the purchase 
price, when millions of people are urgently in need of doming and 
when the very retention of , the cotton retards the recovery of business. 
Surely the least which the Federal Government, can do, to help the 
unemployed is instantly to give all of the cotton acquired in the course 
of “stabilization” operations to the Bed Cross for distribution to the 
unemployed. • . . ; * 

„ The original transfer of 500,000 bales permitted, some of the cotton 
to be used to pay for the fabrication of the rest into cloth and gar- 
ments. This greatly limited the relief to the unemployed, because 
far more cotton- has, been needed to pay for the cloth and the gar- 
ments than is contained in the cloth and* the garments themselves. I 
suggest, therefore, that the Government not only give its cotton to 
the Bed Cross without delay, but also appropriate a, sufficient sum 
to pay for the fabrication of the cotton. The Jabrication should be 
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done as work relief, subject to the restriction that the manufacturer 
should make no profit and that the hours of labor for the individual 
workmen should not exceed 32 a week. This arrangement would 
greatly increase the relief afforded by the cotton, and it would also 
accentuate the effect on the carryover; because when part of the grant 
is used to pay for fabricating the remainder, the movement of cotton 
into consumption is greatly reduced. In making the original grant, 
Congress stipulated that the cotton should be used only to. purchase 
cloth or garments made entirely of cotton. It would be wise tp. relax 
this restriction and to permit sqme of th9 cotton to be traded for wool. 

The British Debt v<j 

The two most important steps which the Government could take to 
accelerate the revival of business are (1) to revise the British debt 
settlement and (2) to settle its own budget problem. 

One of the principal reasons why business enterprises are postpon- 
ing commitments is because of uncertainty over price movements in 
the immediate future. A major reason for uncertainty over prices 
here is uncertainty over the future value of the British pound;. Depre- 
ciation in the pound, which reduces the. buying power and increases 
the selling power of Great Britain and all countries that base their 
currencies on the pound, tends to lower prices in all gold currencies. 
The present weakness in the pound is not entirely, attributable to the 
prospective debt payment which falls due on December 15. jt is partly 
seasonal and partly attributable to prospective settlements, with for- 
eigners who elected not to convert their holdings of the British war 
loan. Nevertheless, resumption of payments on the debt by . Great 
Britain could not .continue without putting the pound under, pressure 
and thus threatening our own price level. Not only are the British 
payments large (about $190 million a year), but since they ar ^. hi 
gold, the drop in prices has greatly increased the burden of making 
them. Exports oi approximately 50 percent more commodities . would 
be required for the. British payments today, than were needed when the 
settlement was negotiated. In addition, Great Britain’s receipts from 
her debtors have been greatly diminished by the cessation of repara- 
tions. payments from Germany mid by the fact that her claims upon her 
Allies are payable in pounds instead of gold. . } h r ‘ . 

' Much silly talk has recently come from Members of Congress and 
others to the effect that if our debtors do not pay, the American tax- 
payer must. So far as the British payments are concerned, this, is 
ridiculous. Far more accurate would be the statement that for every 
dollar received from the British, the whole American people will pay 
many times over. In particular will American debtors and Ameri can 
cottongrowers and wheat raisers pay—debtors because the drop in bur 
price level will make their debts more burdensome, and cottongrowers 
and wheat raisers because the prices of those commodities are likely to 
be dragged down more than others by further depreciation of the 
pound. , . ' : 

• Probably the most important single step we could take to guard 
against a. further drop in prices ana thus to srhooth the road' to re- 
covery would be to negotiate promptly a generous revision of the 
British debt settlement. Since negotiations and ratification take time, 
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the moratorium should be extended until June 1934. If this is not 
done, at least Great Britain should be given the option of paying m 
goods or pounds instead of in dollars. 

Reducing the Deficit 

The Government’s budget problem arises from the disappointing 
yield of the new taxes. Apparently the deficit for the current year 
will be well in excess of a Dillion dollars. Let me say emphatically 
that I am not in favor of attempting to balance the budget in the midst 
of. depression. An enormous amount of nonsense has been talked on 
this subject during the last year. The Government deficit in a period 
of depression is valuable because Government borrowing is likely to 
produce inflation— or at least to offset in some measure the deflationary 
effect of the liquidation of private indebtedness. But if the deficit is 
too large and excites too much alarm, its net effect may be defla- 
tionary rather than inflationary, because apprehension over the fiscal 
policy of the Government may cause many business enterprises to post- 
pone buying and, insofar as possible, to avoid commitments. 5 The 
unexpectedly large deficit which is developing this year seems to be 
having this effect. In order to gain the maximum inflationary benefit 
from the deficit, it is necessary, therefore, to reduce the deficit. 

It makes a great deal of difference, however, how the deficit is re- 
duced. Burdening the country with new taxes, at a time when taxation 
is already taking one-fifth or more of the national income, is not likely 
to help business. This is particularly true of taxes which are likely 
to fall temporarily or permanently on the working capital of business 
enterprises. 9 Consequently, the deficit should be reduced in the main 
by cutting expenditures rather than by imposing new taxes. The 
oovious exception is, of course, a tax on beer. It the industry is le- 
galized, it can bear a fairly heavy tax and should bear it. But most 
estimates of the probable immediate yield from a tax on beer are much 
too high. 

Suggested Government Savings 

Time does not permit an analysis of the intricate problem of how 
expenditures might most advantageously be reduced. Approximately 
$150 million might be saved by transferring the Post Office to a public 
corporation, operated by a general manager subject to a board of 
directors who possessed authority to set whatever rates were necessary 
to cover costs. 7 But undoubtedly the country is not yet prepared to 
insist upon this step. Some savings could be achieved by bureau re- 
organizations and by conducting the operations of the Government 



* This Is likely to be particularly true of enterprises which have loans that are about to 
mature aud which fear that large flotations by the Government may prevent private enter- 
prises from floating loans on favorable terms. 

• Here Is the principal objection to a sales tax : Under present market conditions most 
sales and excise taxes cannot be promptly shifted by producers to consumers, and conse- 
quently they fall upon working capital. Most enterprises are already operating at a loss 
or making only small profits. As everyone knows, nothing Is more effective In Inducing 
managers to postpone every possible repair and replacement, to let Inventories fall to the 
very minimum, and to lay off every man who can possibly be spared than to see their 
working capital steadily being consumed by sales below cost. 

i This would mean abolishing the position of Postmaster General. It would also mean 
that postmasters would no longer be political appointees. They would be selected and 
promoted from small offices to large ones on the bans of efficiency and performance, just as 
the managers of cbalnstores are appointed and promoted. 



SELECTED READINGS IN EMPLOYMENT 1797 

more efficiently, but the amount which could be saved without sacri- 
ficing valuable work is small in relation to the deficit. 

Undoubtedly the greatest opportunity to reduce expenditures would 
be to cut the payments to veterans for disabilities not incurred in 
service. These payments should never have been made in the first 
place. They now approximate $450 million a year, or nearly one- 
fourth of the expenditures of the Federal Government. Nothing 
would do more to eliminate the fear caused by the deficit and to im- 
prove public sentiment toward national finances that for Congress to 
reduce by $250 or $300 million the payments to veterans not disabled 
in service. Indeed, I venture the assertion that $250 million taken from 
the veterans would do more to inspire confidence in the national 
finances than $750 million of savings achieved in other ways, because 
it would demonstrate that Congress had the courage and the vision 
to rise above petty politics in dealing with budget problems. This 
statement illustrates how largely the problem presented by the deficit 
is a psychological one. The problem is not to eliminate the deficit, 
but to reduce it sufficiently and to administer national finances in such 
a manner as to eliminate the fear caused by it— -and thu 3 to derive the 
maximum inflationary benefit from the deficit. 

The Dole System 

Thus far I have arbitrarily defined the immediate unemployment 
problem as that which must be met between now and next summer. 
But unemployment will probably be severe during the winter of 1933- 
34 and possibly much longer. 'I make this statement in full realiza- 
tion of the fact that a rapid and spectacular business revival would 
not be at all surprising, k’lo great is the amount of postponed buy- 
ing by both consumers and business enterprises that a change in the 
trend of prices (brought about by the revision of debts, the applica- 
tion of the domestic allotment plan, or the world’s steadily growing 
gold stocks) might soon initiate a spectacular upward spiral of buying 
and investing. It is merely conservative, however, to assume that the 
revival will be slow and to plan unemployment relief accordingly. 
Let us face these facts squarely and ask frankly what they mean? 

To begin with, they probably mean that we must have the dole on a 
large scale for at least 2 more years. It has been said that our present 
dole system is the worst in the world. Since, whether we like it or not 
we must have a dole, is it not sensible to make our dole system the 
best in the world? 

What kind of an organization is required? A substantial propor- 
tion of the relief funds for at least the next year must come from the 
Federal Government. The task of administering Federal aid and of 
furnishing leadership to the States and the local communities in or- 
ganizing relief is too big to be handled permanently by a division of the 
Reconstruction Finance Corporation. An Emergency Board of Unem- 
ployment Relief is needed in Washington. In addition, State boards 
are needed, such as those in New York and Illinois; and in many com- 
munities subsidiary local boards should be established. The Federal 
Board should cooperate with the State boards in organizing and per- 
fecting local relief agencies, and should grant financial aid to the 
;States where, in the judgment of the Federal Board, local conditions 
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warrant it. But the Federal Board should be definitely instructed by 
Congress to refuse Federal aid to any State or locality which, in the 
judgment of the Board, fails to make a reasonable effort to help itself. 

Work Relief 

Because relief must continue for a long time, as much it as possible 
should be work relief. Unfortunately the tendency in most com- 
munities has been to reduce the amount of work relief. In some places, 
particularly in large cities, difficulty has been experienced m finding 
enough suitable work-relief projects. Often the administration of 
work relief has been unsatisfactory, and this has had unfortunate 
effects upon the morale of the holders of work-relief jobs. Most im- 
portant of all, the expense has been too large in comparison with home 

Tftllftf. # 

None of these disadvantages is insurmountable. Imagination and 
careful search will reveal a surprising number of opportunities for 
work relief even in the large cities. The projects, of course, need not 
be manual labor, and the need for work relief for the whitecollar 
unemp loyed is great. Many useful surveys and investigations might 
be made'by white-collar unemployed. Furthermore, with a State or 
National relief organization, it would be possible to transfer some 
city unemployed to projects outside of the cities. Proper adminis- 
tration is largely a matter of proper planning. The hours of em- 
ployment can oe so adjusted that this form of relief does not cost sub- 
tantially more than home relief. In order to stimulate the develop- 
ment of work relief, a Bureau of Work Belief should be established 
under the direction of the Federal Unemployment Belief Board. 
This Bureau should have a substantial appropriation to be used in 
financing approved projects in cooperation 'with the States, the cities 
or the counties. 

Limiting Working Hours 

Finally, and most important of all, the prospect of 2 or more years 
of unemployment on a large scale means that much more drive 
should be put behind the movement to spread work. It should be a 
drive, however, not to spread work thinner than it is now being 
spread, but to prevent hours from being increased too much when busi- 
ness picks up. The subcommittees which have been established by the 
Teagle committee can scarcely be expected to do this. They are not 
likely to remain in existence long enough and they lack authority to 
prevent recalcitrant employers from increasing hours rather than 
hiring more men. The responsibility for preventing a too-rapid in- 
crease in working hours might well be combined with the administra- 
tion of unemployment relief. The title of the semipermanent board 
established in Washington should be the Emergency Board of Em- 
ployment and of U nemployment . Belief, and the Board should be au- 
thorized to establish in the various industries committees with the 
function of determining at frequent intervals what working hours, in 
view of the unemployment situation in the industry, are reasonable. 
Note that, the restriction on hours would relate to the working hours 
of the men — not the operating hours of the plants. The plants might 
work 24 hours a day, 7 days a week, provided they worked no man 
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more hours than permitted. Violation of these orders should be pun- j 

ished by suitable penalties. [ 

Probably the Government could not constitutionally exercise this 
authority except for the period of the emergency. During the emer- 
gency, however, there can be no question that Congress possesses the 
authority to limit working hours by reasonable methods for the pur- 
pose of giving more men an opportimity to earn a living. 

It is a most grave situation — this one of prolonged unemployment 
which seems to confront us — and one which we cannot meet unless we 
are willing to do some things which we have never done before. Per- ; 

haps we snail be saved from it by the spectacular revival which the 
large volume of postponed buying makes possible. Obviously, how- j 

ever, it would be rash to gamble on such a revival. We must prepare j 

to deal with the absorption problem by creating efficient machinery ; 

for controlling the increase in working hours and for compelling uni- 
versal division of work as business picks up. 





* * 



[From “The Crisis of the Old Order,” Houghton Mifflin Co., Publishers] 

THE AGENDA OF REFORM 

( By Arthur M. Schlesinger, Jr. ) 

In their way, the critics of American business were caught almost 
as short by the depression as was American business itself. The tra- 
ditional concern of the liberal reformers had been with welfare and 
with freedom, of the labor leaders with wages and working conditions. 
Depression confronted both groups with a radically new challenge. 
Assuming the inevitability of economic growth, they failed to antici- 

8 ate economic collapse. Few among them were ready with either 
iagnosisorcure. 

The labor movement was particularly slow in response. William 
Green’s editorials in the American Federationist hardly acknowledged 
the existence of mass unemployment until the middle of 1930. The 
A.F. of L. convention that year was notable chiefly for the violence 
with which the leadership repulsed the idea of unemployment insur- 
ance, Green warning, with all the zeal of a Henry Ford, that the dole 
would turn the worker into “a ward of the state.” As the depression 
deepened, however, even the A.F. of L. had to recognize its existence. 
By March 1931, Green was calling for “sustained, coordinated plan- 
ning” within industries and “integrated cooperation” among them; 
and in July he declared to President Hoover that unless American 
employers made a “collective guarantee of work security” they faced 
“the inevitable enactment of unemployment insurance legislation 
which, in effect, will fasten a dole upon American industry.” 

When the federation held its 1931 convention at Vancouver, Green 
was in a mood of unwonted ferocity. “I warn the people who are ex- 
ploiting the workers,” he said, “that they can drive them only so far 
before they will turn on them and destroy them. They are taking no 
account or the history of nations in which governments have been 
overturned. Revolutions grow out of the depths of hunger.” The 
militance was largely verbal, but it enabled the leadership to avert 
the endorsement of compulsory unemployment insurance which Dan 
Tobin of the Teamsters and other bolder leaders were demanding 
from the floor. 

The leading railroad unions echoed this new bellicosity. In the 
spring of 1932, their leaders, including A. F. Whitney and D. B. 
Robertson, called on President Hoover. “Mr. President,” they said, 
“we have come here to tell you that unless something is done to provide 
employment and relieve distress among the families of the unem- 
ployed * * * we will refuse to take the responsibility for the disorder 
which is sure to arise. It is our duty,” they continued, “to give the 
constitutional Government of the United States full warning * * *. 

1800 
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There is a growing demand that the entire business and fedeial structure 
be changed because of the general dissatisfaction with the' present 
system.” . -•* 5 • .**•«' •' 

II 
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But rhetoric was no substitute for action ; and the leadership of orga- 
nized labor was notably wanting in concrete proposals, beyond the 
30-hour week. All Matthew Woll’s talk about “national planning that 
shall conceive of the economic activity of the Nation as a whole” could 
not conceal the lack of specifics. Only two important leaders seemed 
ready to get down to details^— in each case because his own experience 
had prepared him to think in terms of planning. 

One was Lewis of the United Mine Workers. _ For the coal miners, 
depression was no novelty ; and Lewis had long since backed proposals 
for planning in his own sick industry. Now he suggested that sta- 
bilization planning be generalized for all industry under a national 
economic council. “We must cast aside ? ” Lewis said ? “the treasured 
old phrases, like ‘laissez faire,’ ‘competition,’ ‘rugged individualism’.” 
He yielded to no one, he hastened to explain, in opposition to subver- 
sive movements. “My sympathies have always been against all un- 
American and anti-American activities. On the other hand, I realize 
that we must face the facts today and that we must not seek to ignore 
the tremendous economic changes and tendencies of our own time.” 

Like Lewis, Sidney Hillman of the Amalgamated Clothing Workers 
represented an industry which had ‘been ruined by cutthroat competi- 
tion and could be saved only by industrywide cooperation. “Really 
to control unemployment,” said Hillman, “we must think and act in 
terms of economic planning”; and experience had shown that “volun- 
tary cooperation in economic planning is not enough.” In his version, 
the national economic council, to be established under a national house 
of industrial representatives, including both labor and management, 
would be given “the authority to work out salvation and the power to 
carry plans into effect.” 

Lewis and Hillman, in the end, differed little from Gerard Swope 
and Henry I. Harriman. But the invocation of “planning” created 
problems of its own. How, under planning, were prices to be set? 
Resources allocated? Wages determined? When such questions 
were asked, an enormous vagueness tended to set in. The hard 
choices, is seemed, were to be postponed for the hypothetical economic 
council. 

HI 



Nor were the professional economists much help in filling the tech- 
nical gap. The grand academic figures— Taussig, Ely, Commons, 
Mitchell, Seligman— were hardly more prepared for depression than 
the leaders of business and labor. But the economic heretics of the 
twenties found stimulus, some even vindication, in depression. And, 
of all the economists of the day, none was quicker in regaining his feet 
after, the crash than William T. Foster of the old team of Foster and 
Caterings. For the crash, after all, turned out to have been predictable 
in terms of the Foster system ; and, if he knew the causes of depression, 
he also conceived he knew the cure. 
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As he looked back on the twenties, Foster had no doubt about tracing 
the breakdown, not, in the orthodox manner, to extravagance, but to 
thrift. “Far from having been profligate, the Nation wasted its sub- 
stance in riotous saving.’” Why had industry stopped making goods 
and hiring labor ? “Solely because it cannot sell the goods.” “We shall 
not restore good times,” Foster emphasized, “no matter what else we 
do, until we spend more.” “The only sound way speedily to stop the 
depression is to increase total payrolls.” 

But purchasing power would not revive, Foster said, of its own 
accord. “For 3 years we have waited, in vain, for private enterprise 
to put the necessary currency and credit into circulation.” It was folly, 
he liked to say, to turn the job over to the “lazy fairies.” “When pri- 
vate enterprise fails, public enterprise is our only resource. We can 
restore consumer purchasing power by collective action, and in no other 
way. Collective action means, necessarily, action by the Federal 
Government.” 

The first step should be the increase of the national debt “as far as is 
necessary to restore employment and production.” There was no point 
in worrying about the size of the debt; once national income began to 
rise, “then the repayment of the indebtedness of the Federal Govern- 
ment becomes a simple matter.” The Government should spend free- 
ly — for roads, for slum clearance, for all forms of public works. At 
the same time, tax reduction could release more money for spending. 
If nothing else were possible, then pay the bonus ; “it is the one way — 
though a poor one — of conscripting some of the slacker dollars.” In 
every way it could, the Government must put dollars into the hands 
of those who would spend them. “If that is inflation,” said Foster, 
“there is nothing the country needs right now so much as inflation.” 

But more was necessary, Foster added, than emergency action. 
Steep taxes on incomes, profits, and inheritances would keep savings 
from collecting again in stagnant pools in the future. “It is im- 
possible, as this country has demonstrated again and again, for the rich 
to save as much as they have been trying to save, and save anything that 
is worth saving.” In their own interest, “we should take from them a 
sufficient amount of their surplus to enable consumers to consume and 
business to operate at a profit. This is not soaking the rich ; it is saving 
the rich.” In addition, Foster wanted compulsory unemployment and 
health insurance, the guarantee of bank deposits and rigorous regula- 
tion of the security exchanges and stock issues. 

Foster had long since lost his illusions about Hoover. _ The adminis- 
tration seemed to have committed itself to “the economics of original 
sin” ; it had acted as if misery were foreordained and nothing could 
be done about it. Instead of action, the Nation got exhortation. “M. 
Coue seemed to have become our Minister of Finance.” And yet re- 
covery could be so easy. “If anyone still doubts that our economic 
troubles are mainly mental, let him consider what would happen if 
the United States declared war today.” Congress would appropriate 
billions of dollars; orders would go forth to factory and farm; pros- 
perity would return. “Someday,” said Foster, “we shall realize that 
if money is available for a blood-and-bullets war, j'ust as much money 
is available for a food-and-famine war.” 
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Foster’s views found support chiefly among other heretics. The 
En g l ishm an, John A. Hobson, had developed independently an under- 
consumptionist analysis of stagnation. Where Foster explained the 
failure of demand by stressing the leakages from buying power in the 

{ irocess of business saving and financing, Hobson gave attention to the 
opsided structure of wealth distribution, which put income in the 
hands of the wealthy, who would save it, rather than of the poor, who 
would spend it. He was also more pessimistic about the possibilities 
of ^correcting the tendencies toward oversaving without a revision of 
the capitalist system. If his analysis was more sustained and sophis- 
ticated, his recommendations — deficit spending and progressive tax- 
ation — coincided with those of Foster. His writings were not without 
influence in America. 

Hie publication in 1930 of John Maynard Keynes’s “Treatise on 
Money” carried a far more accomplished English economist to the side 
of the underconsumptionists. To the new doctrines, Keynes brought 
a rigor of logic, a subtlety of analysis, and a brilliance of exposition 
which in the end converted them into a new orthodoxy. “This is not 
a crisis of poverty,” Keynes told America in 1932, “but a crisis of 
abundance.” Some voices insisted that escape lay in retrenchment 
and economy, “in refraining, wherever possible, from utilizing the 
world’s potential production.” These, said Keynes, with contempt, 
were “the voices of fools and madmen.” It was inconceivable to him 
the rubbish men had to utter in the United States if they were 
to keep respectable. Sensible bankers “have to go about assuring the 
world of their conviction that there is no serious risk of inflation, 
when what they really mean is that they cannot yet see good enough 
grounds for daring to hope for it.” So long as this mood persisted, 
Keynes said he could imagine no course of events that could restore 
American prosperity in the near future. 

In America, Foster and the underconsumptionists had many readers 
but few followers. A consulting engineer named David Cushman 
Coyle, whose specialty was structural design, developed somewhat 
similar views of economic policy. “The higher incomes are not being 
expended automatically at a sufficient rate to make the country run, 
Coyle said, “and that is why the Federal Government has to take these 
surplus incomes and expend them.” But the most powerful of 
Foster’s disciples was Marriner Eccles, a Utah banker, who read Foster 
with care, reinterpreted underconsumption in terms of his own experi- 
ence as a businessman, and came up with recommendations that sur- 
passed Foster in concreteness and trenchancy. 

The problem, as Eccles defined it, was to use Government to bring 
about an increase of purchasing power. The answer, in his view, was 
Government spending — for public works; for relief (“we shall either 
adopt a plan which will meet this situation under capitalism, or a plan 
will be adopted for us which will operate without capitalism”) ; for 
the domestic allotment plan in agriculture; for any other measures 
which would get money into circulation. The age of uncontrolled 
individualism, said Eccles, was over; the economy could survive only 
“under a modified capitalistic system controlled and regulated from 
the top by Government.” 
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V 



For Foster the depression was “exclusively a monetary phenom- 
enon” and hence to be solved “solely by monetary measures. Actu- 
ally his monetary measures, as they unfolded, would require a con- 
siderable set of institutional readjustments ; and in Eccles the need for 
institutional reform was frankly conceded. Yet both Foster and 
Eccles began with the problem of purchasing power and moved on 
to the problem of structure. Another school of economists— the insti- 
tutional school, which found its inspiration in Veblen, Patten, and 
Commons— took structural reform as its starting point. 

The more cautious institutionalists made their headquarters at the 
National Bureau of Economic Research and concentrated on working 
out statistical pictures of economic development. But another group 
in the institutionalist tradition, centering at Columbia University, 
addressed itself to policy issues. Two economists— Gardiner C. Means 
and Rexford G. Tugwell— and a lawyer— Adolf A. Berle, Jr.— com- 
bined in these years to build a fresh and arresting theory of the 

American economy. _ . . A „ v . , . , 

Means, the youngest of the three (he was 36 m 1932) had long been 
exploring the area where economics intersected with law and where 
institutions thus set the pattern of economic development. With 
James C. Bonbright, he published The Holding Company in 1932, a 
first attempt at letting light into the mysteries of corporate structure; 
and the same year, with Adolf Berle, Means collaborated in producing 
one of the most influential economic treatises of the time, The Modern 
Corporation and Private Property. Berle, m the years after the dis- 
illusion at Paris, had turned to the practice and teachmg of law. l o 
their collaboration Means brought an original and capacious economic 
intelligence; Berle, a few months the senior of the pair, both the 
finicky precision of a legal technician and the broad perspectives of a 
social prophet. Each felt that the rise of the modern corporation had 
revolutionized the economy— and each concluded that it consequently 
had to revolutionize ways of thinking about public policy. Means 
developed the implications of this revolution for economic theory 

Berle for law and for politics. . „ , nA , , 

In 1930, according to “The Modern Corporation,’ the 200 largest 
nonbanking corporations controlled nearly one-half of the nonbanking 
corporate wealth of the Nation and almost one-quarter of the total 
national wealth. Half of the steel industry was in the hands of two 
companies; half the copper industry of four companies; half the an- 
thracite coal was mined by four companies; nickel and aluminum 
were virtual monopolies. Three groups of companies controlled more 
than half the electric power industry ; two companies made nearly two- 
thirds of the automobiles; three companies controlled 70 percent of 
the cigarette trade; one company made half the agricultural ma- 
chinery— and so it went, from industry to industry. By 1932, accord- 
ing to Berle’s calculations, 65 percent of American industry was owned 
bv about 600 corporations. This meant that some 6,000 men, as direc- 
tors of these corporations, virtually controlled American economic 
life • “e lim inat ing the inactive directors, the number of men is reduced 
to not more than 2,000.” If the rate of growth "ere to continue, 70 
percent of all corporate activity would be conducted by 200 corpora- 
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tions in 1950. “Mr. Brandeis struggled to turn the clock backward in 
1915 ; Prof. Felix Frankfurter is inclined to believe even now that it 
cannot last”; but the process could not be reversed. Where society 
had once been dominated by a feudal system, so now there was evolv- 
ing a “corporate system” controlled by a handful of industrial barons. 

Y1 * 

From this situation Means drew daring conclusions for economic 
theory. Classical economics had presupposed a vast number of small 
business units equalizing supply and demand through free competition 
in the market. Monopoly was a deviation, to be summarily dealt with 
in the footnotes. But what had once been the deviation was now surely 
becoming itself the norm. “The individualism of Adam Smith’s 
private enterprise,” Means wrote, “has in large measure given way to 
the collective activity of the modern corporation, and economic theory 
must shift its emphasis from analysis in terms of competition to analy- 
sis in terms of control.” 

The decisive change was from what Means called the “trading mar- 
ket” — the free market of the classicists — to the “administered market.” 
The modem corporation, he suggested, by bringing so large a part of 
economic life within the administrative control of single units, had 
altered the character of the economy. As fixed prices replaced flexible 
prices, the market no longer had an inherent tendency toward equilib- 
rium. In the classical model, an excess of supply over demand would 
cause a fall in prices until demand caught up ; but in the administered 
market such an excess was likely instead to cause a fall in production. 
The free market remained dominant only in agriculture; and Means 
pointed out that the disparity between the agricultural sector, where 
m depression prices fell and production was maintained, and the in- 
dustrial sector, where production fell and prices were maintained, was 
a further source of economic instability. 

While Means examined the economics of the corporate revolution, 
Berle looked at its social implications. The increase in size and the 
diffusion of ownership caused, it was obvious, an increasing separation 
between ownership and control. The spread of stockholding, which to 
Herbert Hoover meant that everybody owned American business, 
meant to Berle that no one owned it. “Property that you can see 
means one thing in your life; the property which is only a piece of 
paper in your safety deposit vault means quite something else.” The 
“owner” was helpless to do anything with this “property,” except to 
sell it for what the security markets would let him have. It was 
hardly too much to say, observed Berle, that in the corporate system 
the old idea of private property was slowly losing its grip. 

With the separation or ownership and control, the profit motive 
also began to wane. Those who controlled the great corporations, 
Berle said, had other interests beside paying' dividends to stock- 
holders. Their organizations were becoming social institutions. 
Modem industrial managers would ha ve to function “more as princes 
and ministers than as promoters or merchants.” One could under- 
stand more about them by studying Alexander the Great, seeking 
new worlds to conquer, then by remembering Adam Smith’s petty 
tradesmen. 
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Public policy, Berle and Means contended, must aim now at “a 
unified, controlled, sensible operation” of the new corporate system. 
This might come about, Berle thought, through the gradual growth 
by business into responsibility, as “group after group of men who 
operate the system realize that their first job is to make the system 
work; and that if this involves their working together instead of 
working at cross-purposes, then work together they must.” So 2 over 
generations, a responsible banking community had arisen in Britain; 
so too, the United States might build “a purely neutral technocracy,” 
running “a collectivism without communism, a common action based 
on a common responsibility for the result.” As against communism, 
such a collectivism would allow “a complete intellectual freedom; men 
can discuss and differ.” As against laissez-faire capitalism, it would 
allow men to work “in terms of the national life as a whole, and not 
in terms of profit.” There must be, in addition, a series of immediate 
reforms; the support of demand through Government spending; the 
reorganization of the stock market and the Federal control of security 
issues; the centralization of the banking system; the revision of anti- 
trust laws to permit consolidation and even monopoly, along with 
detailed regulation of all concentrated industries; old age, sickness, 
and unemployment insurance. 

“Is this suggestion of a responsible business community,” Berle 
asked wistfully, “merely a dream?” Business leadership, he wrote 
in 1932, was still characterized by “seizure of power without recogni- 
tion of responsibility — ambition without courage.” The industrial 
directors “assume little responsibilities to the community, to their 
customers or to their labor; have no cohesion: fight among them- 
selves.” The way things were, Berle gloomily concluded, “the Amer- 
ican and the Russia systems will look very much alike within a com- 

E aratively short period — say 20 years. There is no great difference 
etween having all industry run by a committee of Commissars and 
by a small group of directors.” 

vn 

Rexford G. Tugwell of the economics department at Columbia 
simplified certain panels of the institutionalist design with deft and 
audacious brush strokes. He wholly accepted the analysis of the 
Modem Corporation; but where Berle ana Means concentrated on 
industry, Tugwell extended his interest to agriculture; and where 
Berle and Means tended to be cautious in recommendations, Tugwell 
speculated on far frontiers both of individual psychology and social 
planning. 

Bom in Chautauqua County in western New York, Tugwell was 
40 years old in 1931. He had studied with Simon Patten and Scott 
Nearing at the Wharton School and had vibrated to the excitement of 
the progressive era. As a youth, he turned to Whitmanesque verse, 
proclaiming himself big and well made, muscled, lean, and nervous, 
sick of a nation’s stenches, sick of propertied czars : 

We begin to see richness as poorness ; we begin to dignify toil. 

I have dreamed my great dreams of their passing, 

I have gathered my tools and my charts ; 

My plans are fashioned and practical ; 

I shall roll up my sleeves— make America over ! 
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He went into tlie twenties an apostle of economic unorthodoxy and 
social reform. He had learned from Patten the economics of abun- 
dance and the theory of national planning. From Veblen he took the 
idea that the domination of “industry” by “business” condemned man- 
kind to the age of scarcity. From Dewey he derived the instrumental- 
ist conviction that reason wus the tool with which to shape the future. 
And in the work of Frederick Winslow Taylor, the father of scientific 
management, Tugwell found the techniques by which society might 
achieve the ends proposed by Patten, Veblen, and Dewey. The great- 
est economic event of the 19th century, Tugwell liked to say, was when 
Taylor first held his stopwatch on a group of shovelers in the Midvale 
Steel plant. Only Taylor had not gone far enough. Tugwell believed 
that the logic of scientific management required the extension of 
p lanning from the single factory to the industry and then to the entire 
economy. “We needed a Taylor now for the economic system as a 
whole.” 

He had no use for the classical theory of the free market. “There 
is no invisible hand,” he said, adding characteristically, “There never 
was.” But the search for “a real and visible guiding hand to do the 
task which that mythical, nonexistent, invisible agency was supposed 
to perform” met more than the opposition of business. It also met 
the opposition of old-style antimonopoly progressivism. More polem- 
ical than Berle and Means, Tugwell attacked trust busting as a “dema- 
gogic stereotype,” an obsolescent cliche, a hopeless and disastrous 
error. The policy of the “pulverization of business” meant that Gov- 
ernment was pitting itself against “inevitable, unconquerable indus- 
trial forces.” It branded as legally wrong what was economically 
necessary. Rural progressivism was “reactionary,” Wilson’s New 
Freedom “anachronistic.” While Tugwell had little regard for Theo- 
dore Roosevelt and seems not to have been influenced by Croly, he 
endorsed their preference in the old American antithesis : ^Hamilton, 
far more than Jefferson, had divined what was going on in the eco- 
nomic world and what needed to be done about it.” 

If any one characteristic was clear to Tugwell about the economic 
system, it was unity. The greatest need was therefore coordination. 
This had been achieved once — by the War Industries Board, “Amer- 
ica’s war-time socialism.” The war, said Tugwell enviously, was 
“an industrial engineer’s Utopia. * * * Only the Armistice prevented 
a great experiment in control of production, control of price, and 
control of consumption.” But the attempt would be surely made 
soon again. “Ours is a society struggling to become cooperative,” 
he wrote. “All the technical forces tend to produce a collectivistic 
society; all the thwarted motives of men cry aloud for it. But the 
way is blocked by the ideologies of the past, buttressed by those who 
have grown strong in its favors.” 



VIII 

In 1927, Tugwell percipiently called attention to the fact that the 
increase in labor productivity was outstripping the increase in wages. 
But business, he commented in “Industry’s Coming of Age,” was not 
likely to pass on the gains of productivity on its own accord. And 
there was neither the public demand nor the technical knowledge to 
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make planning possible in the industrial sector. On the other hand, 
both these conditions, he began to think, might exist for agriculture. 
The farmers were seeking a national agricultural policy; and the 
farm extension service not only supplied information for forecasting 
but itself constituted a rudimentary apparatus for control. Thus 
concern with planning led Tugwell into agricultural economics ; and 
his concern with agricultural economics soon brought him to the 
attention of former Governor Frank Lowden of Illinois and, in 1928, 
into the A1 Smith campaign. 

The depression intensified Tugwell’s interests in planning. Speak- 
ing in the winter of 1931 before the American Economic Association, 
he tried to confront his audience with the full meaning of a planned 
economy. A national council with advisory powers, of the kind 
proposed by Swope or Harriman, could not, Tugwell said, do the 
job. People might try to distinguish between partial and total 
planning; but “they all come to the same thing — or will not work.” 
The logic of planningamounted in the end, practically, “to the aboli- 
tion of ‘business.’ ” Profits would have to be limited and their uses 
regulated, prices controlled, speculative gains eliminated. There 
would be constitutional changes too, “the laying of rough, unholy 
hands on many a sacred precedent, doubtless calling on an enlarged 
and nationalized police power for enforcement.” 

“When industry is government and government is industry,” Tug- 
well concluded, “the dual conflict deepest in our modem institutions 
will be abated. This is one of the basic reasons why the prospect of 
a planned economy is so congenial to every other hope and belief I 
have.” And, let no one be deceived, the situation in America was 
getting explosive. For “the future is becoming visible in Russia; the 
present is bitterly in contrast; politicians, theorists, and vested in- 
terests seem to conspire ideally for the provocation to violence of a 
long-patient people.” 

This was Tugwell’s most radical pronouncement, and it was a little 
hard to gage its intent. Three years later he claimed before a Senate 
committee that in tracing out the logic of a planned economy he “was 
trying to show that it would not work.” But these phrases of 1934 
were uttered by a Government official whose first obligation, as he 
saw it, was to protect the President who had appointed him. His 
argument of 1931 could perhaps be fairly read as an expression of 
Tugwell’s cocky desire to shock an audience with the implications of 
its too glib slogans. In the same period, he was working out a more 
sober solution in a book, much revised and finally published in 1933, 
“The Industrial Discipline and the Governmental Arts.” . 5 ! 

The spirit of the American Economic Association address had been 
defiant, doctrinaire, all-or-nothing. In “The Industrial Discipline” 
Tugwell affirmed the feasibility of a middle way, asserting his faith 
in what he elsewhere called “the possibilities of a managed society.” 
“We can experiment now,” he said, “and we ought to do it before it 
is too late. Otherwise we are surely committed to revolution.” An d 
he made ^ it clear that he did not want revolution. “Liberals would 
like to rebuild the station while the trains are running; radicals prefer 
to blow up the station and forgo service until the new structure is 
built.” The ultimate objectives might not be so very different, “but 
there is all the difference in the world in the ways of achieving what 
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is hoped for.” Somewhere between stubborn privilege on one side 
and “dark destructive intention” on the other ? liberalism had to ac- 
complish a democratic reconstruction of economic institutions. 

Tugwell’s own program now bore a strange resemblance to the plans 
of Harriman and Swope which had so recently roused him to such sar- 
donic reflections. He called for the organization of industries in self- 
governing associations, building up to an industrial integration board 
with industrial and public representatives. The central board would 
coordinate the industry plans with the overall Government plan. One 
ingenious suggestion was a tux on undistributed corporate surpluses 
in order to force investment funds into the open market and thus to 
subject plans for capital expansion to external control. 

While Tugwell went beyond Harriman or Swope in giving his cen- 
tral board enforcement powers, he obviously did not feel that his man- 
aged society threatened essential freedoms. The contrast between 
“The Industrial Discipline” and the drastic alternatives he had pre- 
sented to the American Economic Association suggested the conflict 
within him between the theorist, given to dashing and ominous gen- 
eralization, and the activist, with a pragmatic sense of reality. For 
Tugwell’s doctrine was always — nearly always — redeemed by his deep- 
est commitment, which was to experimentalism as a social method. He 
distrusted sacred dogmas and ultimate ends. When Prof. George S. 
Counts dared the schoolteachers to recruit their pupils in the build- 
ing of a new social order, Tugwell observed, “In this I disagree with 
Mr. Counts as fundamentally as it is possible to disagree with 
any one on anything.” For Tugwell, education properly aimed at 
teaching methods, not goals. * 

His faith in experiment determined Tugwell’s attitude toward com- 
munism. The future was becoming visible for him in Russia in only a 
technical sense; the fixed ideology of Marxism, the “vast human suf- 
ferings,” the “repression, spying and violence” repelled him. “The 
point at issue,” ne remarked, “is whether it is better to have social 
management or not to have it. The answer seems to depend on whether 
management involves suppression of competing ideas.” If the only 
alternatives were communism and laissez faire “an experimentalist 
might as well retire from the scene. Fortunately they are not.” 

With all his zest for institutional reform, he also understood as an 
experimentalist that there were other things to be done — perhaps, 
indeed, to be done first. In almost the tones of William T. Foster, ne 
wrote in the winter of 1931, that the support of purchasing power was 
“a first and most essential task of any plan which was expected to 
work” and “the point of attack which has most possibilities.” 

IX 

Within the broad range from monetary policy to institutional re- 
form, other liberal economists made contributions. Paul H. Douglas 
of the University of Chicago brought to the task a resourceful grasp 
of theory and a powerful personality. He agreed with Foster and 
Eccles — and with Berle and Tugwell — on the need for Government 
action in support of purchasing power. He argued cogently for un- 
employment insurance and other forms of social security.- But his 
special contribution was his belief that the crisis required new political 
instruments. 
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In 1928 Douglas had seen little choice between Smith and Hoover; 
and, after the crash, the League for Independent Political Action, 
which he had organized in 1929, conceived itself increasingly as the 
nucleus for a new radical party. John Dewey. served as the LIPA’s 
chairman; Howard Y. Williams, a former Social Gospel preacher, as 
executive secretary ; and the national committee consisted of a mixture 
of liberals, like Stuart Chase, Oswald Garrison Villard, and Morris 
Ernst, with Socialists like Norman Thomas, Harry Laidler, and 
Reinhold Niebuhr. Douglas, outlining the LIPA philosophy, dis- 
missed both major parties as “primarily business parties.” 

A few weeks after the election of 1930, Dewey asked George W. 
Norris to head a new party based on the principles of planning and 
control. The weary veteran, who had now left the Republican Party 
and called himself an independent, declined. “There is no hope,” he 
told Dewey and Williams in his Senate office. He added, in a letter, 
“Experience has shown that the people will not respond to a demand 
for a new party except in case of a great emergency, when there is 
practically apolitical revolution.” 

But Douglas, continuing his efforts, published in the spring of 
1932 a book entitled “The Coming of a New Party.” He reaffirmed 
his rejection of the major parties; the Democratic Party was not only 
reactionary in the South and corrupt in the great cities but was 
“largely maintained by the business interests as a combined lightning 
rod and lifeboat.” No doubt Governor Roosevelt of New York had 
liberal qualities; but he could not. be expected to transform his party. 
“There is indeed nothing,” Douglas said, “that liberals, need to rid 
themselves of more than the infantile notion that a President can by 
himself greatly change things.” Americans must look forward to the 
day when “the Democratic Party will ultimately go. down before the 
rise of a vigorous party of the farmers and workers in much the same 
way as the Liberal Party in England has dwindled as the Labor 
Parly has grown.” 

For 1932, Douglas favored Norman Thomas and the Socialists. “A 
truly planned economy,” he believed, “is almost impossible under capi- 
talism and only practical under socialism.” But Douglas remained 
nondoctrinaire; in the United States, he felt, the question of socializa- 
tion would be settled not by a categorical answer to the general prop- 
osition but by a series of experiments. The 4-year plan, presented 
by LIPA in January 1932, called for piecemeal measures — Federal 
relief, public works, social security, tariff reduction — and envisaged 
public ownership only for the utilities. 

Douglas’ Soviet journey, had given him, as it had given Tugwell, 
a new sense of the feasibility of planning. It had also pointed up 
new perils. “Power,” said Douglas in 1929, “is as subtly corrupting 
as wealth”; the “almost inevitable consequence” of the Soviet system 
seemed the creation of a hierarchy “which, in its pride and callousness, 
would bear little resemblance to those self-sacrificing spirits who ini- 
tiated it.” The problem for the United States as Douglas now saw it, 
was to achieve full employment while avoiding the “severe dictator- 
ship and the denial of democracy which unfortunately is also a feature 
of the Russian program.” And he was clear that it was impossible 
to work with the American Communists in this enterprise. “They ar- 
in fact,” he said, “determined to discredit all bodies which have other 
aims or methods than their own.” 
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X 

In one form or another, liberal pragmatism was seeking means of 
attaining a stable economy within a framework of free institutions. 
George Soule of the New Republic, invoking F. W. Taylor, Veblen, 
and the War Industries Board, sketched his economic design in “A 
Planned Society” in 1932. Soule contended that the stimulation of 
effective demand must be “the main objective of any national economic 
policy” and called for deficit spending as the best means of achieving 
this objective; at the same time, he proposed a National Planning 
Board to serve as a center for production planning. “Every step in 
the direction of planning for social ends,” he wrote, “must be a 
step away from capitalism.” But his appeal was for gradual change 
rather than revolution ; and he rejected the view that capitalism was 
on the edge of collapse. 

Charles A. Beard was even more vehement in his rejection of totali- 
tarianism. The Communists, ruling “by tyranny and terror, with 
secret police, espionage, and arbitrary executions,” had no lessons for 
a free society. As for the laissez-faire myth, “The cold truth is that 
the individualist creed of everybody for himself and the devil take the 
hindmost is principally responsible for the distress in which West- 
ern civilization finds itself.” America must renounce the philosophy 
of the antitrust laws and accept the inevitability of integration. 
Beard’s own solution, outlined as a 5-year plan in the summer of 
1931, called for a system of cartels in the basic industries, to be con- 
trolled by a national economic council, representing business, labor, 
and agriculture. 

New proposals began to crowd the magazines. The institution- 
alist economist Walton H. Hamilton, dismissing the antitrust laws 
as the “common sense of another age,” wanted “central direction” 
of the economy extending certainly to capacity, probably to output 
and possibly to price. J ohn T. Flymi, the financial journalist, declared 
that “the one great possible hope for the survival of capitalism” lay 
in the replacement of the individual, investor by investment pools, 
operating under government supervision; if this wouldn’t work, he 
said, “then capitalism is doomed.” 

XI 

But perhaps the most widely read of liberal economists was Stuart 
Chase. Genially eclectic in his views, Chase had a tart and ingrati- 
ating style, an uncommon talent for lucidity in exposition, and an 
unlimited curiosity about all aspects of the system. He had sat at 
Veblen’s feet in the early twenties; and Veblen remained his intel- 
lectual mentor; but he also read Taylor and Keynes, production 
theorists and monetary theorists, conservatives and cranks, and 
stirred them all together to brew his own effervescent concoctions. 
He returned from his trip to the Soviet Union with Tugwell and 
Douglas in 1927 enormously excited by the Gosplan and, unlike 
his friend Roger Baldwin, not at all perturbed by the GPU, “Rus- 
sia is no dream,” he wrote in 1931. “Day by day, her shadow falls 
sharper, bolder, upon the face of the world.” But he regarded the 
Communist model as hopelessly committed to dogma; and he felt 
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that violent revolution would be disastrous in a modem technical 
society like the United States. 

The problem of production, Chase believed, was solved, and the 
world was ready to move into the age of distribution. This change 
threw the spotlight on two figures hitherto unappreciated in the 
economic drama: the technician, whom Chase called “the modem 
Prometheus in chains”; and the consumer. Give the technician his 
head, and abundance for all could be guaranteed. But technological 
development must be guided by planning, not by profit. Chase had 
almost a Luddite fear of the “anarchic momentum” of free-enterprise 
capitalism. His suggestion of 1932 for a 10-year mortorium on 
invention seemed only half jocular; it came after the publication of a 
book describing the satisfactions of the static economy of rural Mexico. 

Once technical progress was under control, then the consumer 
would come into his own. To the consumers’ organization and en- 
lightenment (particularly through Consumers’ Research laboratory, 
with its monthly reports on the quality of merchandise) Chase gave 
an important share of his energy. The age of consumption, he felt, 
shifted the whole focus of social discussion, rendering, not only cap- 
italism, but also communism obsolete. The basic question was no 
longer who owned what, but what method moved most goods with 
least social disruption. 

In certain moods Chase regarded the future as requiring a sharp 
break with capitalism. Thus he once dismissed the proposals of 
Keynes as having the “fatal defect” of seeking to repair the prevail- 
ing system — “only patches on a boiler which is destined, ultimately 
to explode.” But for all the extravagance of his rhetoric, his own 
proposals usually turned out to be patches on the same boiler. Thus, 
in other moods, he contended that the restoration of purchasing power 
was “the key to the enigma.” To this end, he called for a “stiff dose 
of inflation” as well as for redistributive taxation and public works. 
He proposed a system of “planned production,” through revision of 
the antitrust laws, with industry organized through trade associations 
under a Peace Industries Board, and a universal system of minimum 
wages and maximum hours. “What American industry needs above 
all else, in my opinion,” he wrote in the fall of 1931, “is coordination — 
an integration of supply to demand, and an end to the crucifying 
wastes and leakages of free competition. The more promptly a given 
industry acts as an intelligent unit instead of a mob of maniacs, the 
better I shall be pleased.” His New Republic series and book of 
1932, “A New Deal,” summed up his program in insouciant language, 
concluding characteristically : “Why should Russians have all the fun 
of remaking a world ?” 

XII 

The liberal economic thought of the early depression thus tended 
to converge on two practical programs. One, stemming from Keynes, 
Foster, and Eccles, approached the crisis from the viewpoint of the 
failure of demand and proposed to revive purchasing power through 
government spending. The other, stemming from Veblen and Patten, 
Berle and Means and Tugwell, approached the crisis from the view- 
point of the misworking of the institutional framework and called 
for economic integration through structural reform. And whether 
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spenders or planners, these men were all pragmatists rather than 
dogmatists. They were united by a determination to work within the 
existing system, to proceed by reason and consent and to preserve the 
living continuities of free society. 

Mr. Justice Brandeis supplied them with their charter in an eloquent 
moment in March 1932. Mr. Justice Sutherland, for the Supreme 
Court majority, had ruled that the depression did not justifythe State 
of Oklahoma in declaring the manufacture of ice a public utility. 
No matter how desperate the crisis, the Supreme Court said, freedom 
of enterprise, as protected in the 14th amendment, was not to be tam- 
pered with “in the interest of experiments.” Brandeis, his black-robed 
arms moving in expressive gestures, read a dissent with deep emotion 
in the crowded courtroom. He sharply denied that the 14th amend- 
ment intended to leave the people helpless before economic disorder. 
This was, he said, “an emergency more serious than war.” It threat- 
ened “even the stability oi the capitalistic system.” In times like 
these, could the Court assume the responsibility for staying the course 
of social experiment? “There must be power in the States and the 
Nation,” he said, “to remold through experimentation, our economic 
practices and institutions to meet changing social and economic needs. 
* * * Denial of the right to experiment may be fraught with serious 
consequences to the Nation.” 

Faith in experiment implied belief in a middle way. The prag- 
matic approach rejected equally those who would make no change 
at all in the social order and those who demanded total change. It 
sought increased government management of the economy but stopped 
short of government planning of all economic decisions. John May- 
nard Keynes spoke for the pragmatic reformers in his Saturday 
Evening Post article of 1930. “I predict,” he wrote, “that both of the 
two opposed errors of pessimism which now make so much noise in the 
world will be proved wrong in our own time — the pessimism of the 
levolutionaries who think that things are so bad that nothing can save 
us but violent change, and the pessimism of the reactionaries who 
consider the balance of our economic and social life so precarious that 
we must risk no experiments.” 

“If we would be guided by the light of reason,” said Mr. Justice 
Brandeis, “we must let our minds be bold.” 



[From “The Survey,” Jan. 1, 1932] 

THE CASE FOR FEDERAL RELIEF 

(By Gifford Pinchot) 

Is this Nation, as a nation, to reach out a hand to help those of its 
people who through no fault of their own are in desperation and 
distress? Shall Federal aid be granted in this great national crisis? 
It is not a question of ability to help. We are the richest nation on 
earth. If Federal aid is needed, it can be granted. Congress has 
only to say the word. Shall the answer be “Yes” or “No” ? 

My answer is “Yes.” To my mind it is the only possible answer. 
Prolonged study and profound conviction support my belief that 
Federal aid in this depression is our clear duty and our best hope of 
prompt and permanent recovery. Two solid years of bad times nave 
taught us that we can no longer consider our condition as an unfortu- 
nate accident which will automatically right itself if left alone. Gen- 
tle bedside language can do nothing for us. 

Our methods so far have been restricted substantially to local relief. 
Those in high places have continually insisted that a national emer- 
gency be met with local aid alone. They have left it all, with the 
exception of a bit of benevolent advertising, to the States and com- 
munities themselves. To requests and plans for Federal aid they have 
cried “dole, dole.” Why aid given by the Nation should be a dole, and 
precisely the same aid given by a State or a city should not be a dole, 
I have never been able to understand. 

Of course none of us wants the dole. None of us is in favor of estab- 
lishing any system which will give the unemployed money or even 
food when work can be given instead. But that choice is not before us. 
Industry and business are not giving men the chance to work. Nor are 
they feeding the unemployed. We must feed them if they are to live. 
We must feed them if they are to retain any confidence in the Govern- 
ment under which they live. 

Crying “dole” has not helped the unemployed, but it has served a 
very definite purpose, that of restricting, relief to local sources. Then 
what about local relief? In what direction has it headed us? 

A nationwide Community Chest campaign was backed to the hilt 
by the most persuasive and efficient forces that charitable leaders could 
muster. We can all rejoice that in many cases the quotas were sub- 
scribed. The quality of neighborliness, the virtue of sympathy have 
not died out. We never feared they had. But if the full quotas aimed 
at were everywhere collected would they be sufficient to cover the needs 
of the winter? They would not. Responsible social workers tell me 
the quotas were fixed on the basis of what the chest managers believed 
that the communities could be made to subscribe. They were often 
small in proportion to the real needs. The people who think they can 
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wash their hands, now that the chest drives are over, and go away on 

trips to Florida should think again. , . . . 

Where does the bulk of local rehef come from? Who carries the 
load? It comes from and is carried by those who pay taxes to the 
municipal and county and sometimes to State governments. The 
Russell Sage Foundation, reporting for 81 cities, found that in past 
years private funds supplied only 28 percent of the relief. Tax funds 
supplied the other 72 percent. In some cities over 90 percent came 

from tax funds. . • . A . . .... 

How are these taxes raised ? The answer is that municipalities raise 
their funds mainly through real estate and other property taxes. 
Local relief of this kind means an increase in property taxes. 1 his 
increase in property taxes and the sort of enforced chanty by which 
industry takes a day’s pay out of every 20 or so in the month from 
workers, even from scrubwomen in offices, to help swell rehef funds — 
that is how the program of local relief works out Yet it is substan- 
tially true that every cent a man of small means contributes to rehef 
either directly or indirectly through increased taxes is taken out of con- 
sumption. His buying power is immediately slowed down by exactly 
that much. And the slowing down of buying power means the slowing 
down of the wheels of industry. Here ; then, is the heart of the local- 
relief plan. By cutting down consuming power, it can only serve to 
further our economic maladjustment and to sink us deeper in the hole. 

Now in considering what plan we are to advance in addition to, or 
ns a total or partial substitute for local relief, it might be well for us to 
investigate the flaws in our economic structure which brought our 
present troubles upon us. There ought to be very little doubt that 
the largest single cause was production beyond the power of the people 
to consume. Through the years called prosperous, no stone was left 
unturned which would help perfect or increase our national productive 
power. Te chn ological improvements, financial devices such as 
mergers, high-pressure sales campaigns, installment buying, and other 
credit schemes, all tended to the same end. All helped to raise pro- 
duction to new and dangerous heights, and to leave normal consuming 
power further and further behind. 

Instead of sharing with labor the profits of increased production, 
industry shunted the wealth back to itself. Wage earners were en- 
couraged, persuaded, cajoled to spend their money buying goods. If 
they couldn’t pay for them now, they should buy on the installment 
plan. They should borrow money, if necessary. But they should buy. 
No real American, they were told, could be without his radio and his 



automobile. . , . a 

And what happened to the money spent in buymg ? Did a reason- 
able part of it go back, in increased wages, to the workingman’s pocket 
so that the circle of producing and consuming could go on? It did 
not. It went in staggering disproportion to dividends and capital. 
It went back to industry so that production might be increased, even 
at the expense of consuming power. ■ 

This is no wild guess. This is fact with figures to support it. J ulrns 
Klein, Assistant Secretary of Commerce, tells us that in the decade end- 
ing in 1929, real wages increased only 13 percent while the returns to 
all industry increased 72 percent. Where did the 72 percent come 
from but out of the spent wages of the millions and millions of work- 



1816 



SELECTED READINGS IN EMPLOYMENT 



ingmen ? Dr. Klein tells us the dividends in industrial and rail stocks 
increased by 285 percent, 22 times as fast as wages. Is it any wonder 
that the crash of depression came ? Increased production served only 
to turn the national wealth into two tremendously unequal channels. 
By far the bulk of that wealth went back in a torrent to capital and 
production. A tiny stream returned to purchasing power through 
wages. 

Was overproduction and the disregard of consuming power entirely 
accidental ? . I think not. To me it is inconceivable that the great ex* 

S erts in business and economics who have taken over the banking, in- 
ustrial, and political control of the country could have been blind to 
what was going on. As early as 1921, the Federated American Engi- 
neering Societies reported that many of our large industries were 
overdeveloped: Clothing, 45 percent; printing, 50 percent; shoes, 50 
percent ; coal, 50 percent. Yet throughout the whole decade the De- 
part of Commerce used every power of persuasion to bring industry to 
the highest point of mass production. 

If the drive for superproduction had been coupled with a drive for 
an increased return to labor and consumers the result might have been 
very different. If it had been combined with an arrangement for pro- 
viding men discharged because of laborsaving machinery and mergers 
with a dismissal wage it might have been helpful. It was coupled 
with nothing of the sort. 

What it was coupled with was a campaign on the part of the Treas- 
ury Department to reduce taxation on great wealth. That campaign 
was not only successful but oversuccessful. Not only was the excess 
profits tax repealed but the income tax on the higher brackets was 
reduced. 

Meanwhile what was happening to consuming power ? What about 
maintaining the buying ability of those millions of wage earners who 
would have to use the extra goods turned out by glorified production? 
Take bituminous coal. In 1923 the people paid $900,000 for a coal 
commission to direct stabilization of that industry, already in bad 
shape. Its report and its recommendations were killed in cold blood 
while the administration looked calmly on. Take agriculture. For 
years the farm organizations have battled in vain for the stabilization 
measures which were so badly needed. Take the stock market. Some 
years ago when speculation was getting out of hand and the Senate had 
begun to study the situation, the then President concisely announced 
that the amount of brokers loans was not too high. Never before had 
a President undertaken to support the stock market. 

1’n all this record not a plan was made — let alone carried out — for 
stabilizing purchasing power. Not a prop was put beneath consuming 
ability while producing ability was being reared to such dizzy heights. 
Our national leaders, those same leaders who have been insisting on 
local relief, lent willing hands in the development of a prosperity so 
one sided that it could not stand. 

Before going further let us see what sort of an economic structure 
these men have been building — these men who have consistently op- 
posed the idea of Federal relief. By the steady drying up of the 
springs of purchasing power and the overstimulation of production, 
there has been developed in this country the most astounding concentra- 
tion of wealth in the hands of a few men that the world has ever known. 
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vxx " ■■■■- in protected and fostered by local relief plans. 

In 1926, the Federal Trade Commission made a report to the Senate 
on national wealth and income. They had studied the county court 
records of over 40,000 estates. The records came from 12 States and 
stretched over a 12-year period. The counties studied had been chosen 
to represent not only every section of the country from coast to coast 
but also every sort of district from the farms to the congested cities. 
They found that in this sampling 1 percent of the people owned about 
60 percent of the wealth, that $60 out of every $100 were owned by 1 
person out of every 100. They found that 40 percent of the wealth, $40 
out of every $100, were left for the other 99 percent of the people. In 
other words, 1 person out of every 100 was considerably richer than the 
other 99 put together. They found further that 13 percent of the 
people owned more than 90 percent of the wealth. And at the other 
end, 77 percent of the people owned only 5 percent of the wealth. 
Three-quarters of the people could have added up all their fortunes 
and it would come to a bare 20th of the total. In 1929, the National 
Bureau of Economic Research made a careful study of all the 
in this country for 1926. They found that 4,500 people received that 
year an average of almost $240,000 apiece. And at the bottom of the 
heap, 44 million people had incomes of about $1,000 each, or less than 
one-half of 1 percent of the separate incomes of those at the top. 

Most recenc figures are yet more amazing. In 1929, the per camta 
income in this country was $700 for every man, woman, and child. 
But, according to the Treasury Department’s preliminary estimate, 
over 500 persons had in that year incomes of over $1 mnhon apiece. 
Their total income was $1,185 million. They received, these 500-odd, 
the average shares of 1,692,000 people. _ . _ 

The facts of concentration alone are impressive enough. But even 
more so are the indications of how tremendously that concentration 
increased in the years during which it received governmental encour- 
agement. The figures for these years tell all too vividly the story 
of a nation building toward disaster by unbalancing its economic 
equilibrium. On March 20, 1931, the National Industrial Conference 
Board published in its bulletin figures representing the total income of 
the Nation for several years back. In 1920 we made over $74 billion. 
In 1928 we made $81 billion. In 8 years we had mcreased our income 

by a little less than one-tenth. ■ 

But the Treasury Department’s latest annual statistics of .income 
reveal some particularly interesting things to compare with that one- 
tenth. In 1920 there were 3,649 people who had incomes of over $100,- 
000 In 1928 that number had jumped to 15,977. It had doubled 
and then doubled again and was still going up. In 1920 those people 
made a total of over $727 million. But in 1928, those who had the 
$100,000 incomes and up received about $4 y 2 billion dollars— more than 
six times as much money. And all this, remember, while the incomes 
of all our people increased one lone tenth of its previous figure. 

Then how about the men who receive a million a year ? In 1920 there 
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Finally, look at our fellow citizens who get a paltry $5 million a year. 
Tn 1920 there were 4 of them and they collected not quite $30 million. 
But by 1928 they had added 22 new members to their exclusive circle, 
and the 26 of them were forced to get along with an income of a little 
over $250 million among them. 

In other words, in the 8-year period between 1920 and 1928, while 
the total national income increased less than 10 percent, the number 
of men with incomes of over a million dollars increased over 1,400 
percent, or 140 times as fast. And the amount of money these men made 
in 1 year increased 1,300 percent, or 130 times as fast as the total 
amount of money made by everybody in the whole of the United 
States. They certainly got their share! 

The same astounding concentration of wealth and power is seen in 
the industrial world. A study of corporate wealth and of the influence 
of large corporations was published this year in the American Eco- 
nomic Review. The conclusions reached are eye openers. In 1927, 
there were over 300,000 industrial corporations in this country ; 200 of 
the 300,000, less than seven-hundredths of 1 percent, controlled 45 per- 
cent of the total wealth of all these corporations. The same 200 re- 
ceived over 40 percent of all corporate income, and controlled over 35 
percent of all business wealth. Furthermore, about 20 percent of the 
wealth of this entire Nation was in the hands of those 200 corporations. 

Truly the growth of these 200 giant corporations has been almost 
beyond belief. In the 10 years up to 1929 their assets grew from under 
$44 billion to $78 billion, an increase of 78 percent. The author of the 
study, Prof. Gardiner C. Means, asserts that if their indicaved rate of 
growth continues in the future they will own within 20 years virtually 
half of our national wealth. Professor Means then emphasizes an 
extremely important fact. He says that in 1927, less than 2,000 men 
were directors of these 200 corporations. Since many of them were 
inactive, the ultimate control of more than one-third of industry was 
actually in the hands of a few hundred men. And according to present 
indications it will still be only a few hundred men who by 1950 will 
control half of the wealth of this entire Nation. 

It is this almost unbelievable concentration of wealth which has 
killed the consuming power of the average millions and has brought 
our mis fortunes upon us. It is this same incredible concentration 
which is the chief obstacle in our path to permanent prosperity. And 
it is the Senegambian in the local-relief woodpile. For if we examine 
statements and actions of the proponents, of local relief, we find that 
they weave together into a surprisingly harmonious pattern. That 
pattern does not spell relief for the unemployed. What it spells is 

E ersistent shielding of concentrated wealth — not relief for the needy 
ut release for the millionaire. 

The local-relief advocates are prolific in denials of any excessive 
distress. Yet I know that there are almost a million men unemployed 
in the State of Pennsylvania alone. If my State were typical of the 
rest of the Nation there would be not far from 10 million unemployed 
in the country. 

Next we have statements to the effect that wage earners are not so 
badly off because prices have been dropping along with wages. That 
argument is answered by the Government’s figures. Commissioner of 
Labor Statistics Stewart of the U.S. Department of Labor announced 
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on October 1, 1931, that from June 1929 to June 1931 the cost of living 
went down less than 12 percent. In the same period, he stated, the 
total wage decrease was about 40 percent. Wages actually paid 
dropped more than three times as far as prices. . 

The local-relief advocates have also laid unwarranted emphasis on 
Federal public works. Their construction program, they said, has 
greatly relieved distress and they point out that the number 
employed in the Federal construction program last month was 50,000. 
We have had the past summer half that number employed on State 
highways alone in Pennsylvania. And 50,000 is no large percentage of 
the millions unemployed, after 2 years of depression. Is it any wonder 
-that President William Green of the American Federation of Labor 
calls this “only a drop in the bucket” toward relieving unemployment i 

Finally, ther^awTthe plans now underway to make up the Federal 
deficit the depression has caused. . 

Treasury proposals to increase the income taxes recommend that 
the exemptions be lowered and the base of the tax be spread. In other 
words, much or most of the increase is to come from the little fellows. 
Certain leaders, among them Senator Heed, advocate a sales tax. A 
sales tax is simply another way of putting the burden on small business. 
They do far and away the largest part of the Nation’s buy mg and a 
sales tax would fall mainly on them. Does a sales tax reach the 
hoarded millions of the overrich ? Does it take money from the cotters 
of the large manufacturing corporations? It does not. It is another 
way of seeing to it that concentrated wealth shall remain concentrated. 

There is only one conclusion to be drawn from all this : the safe- 
guarding of money in the hands of an incredibly small number of 
mcredibly rich men. The force behind the stubborn opposition to 
Federal relief is fear lest the taxation to provide that relief be levied 
on concentrated wealth — fear lest the policy of years, the policy of 
shielding the big fortunes at the expense of the little ones, should at 
long last be tossed into the discard. , 

In the name of those who are overburdened now, 1 demand that 
the tax rates on the upper bracket incomes be increased. In their 
name I demand that the graduation of the inheritance tax be steepened. 
And in their name I demand that the exemptions and the lower bracket 
rates be left untouched. To meddle with them is to tnne with dis- 
aster and to invite the depression to stay. When I ask that the top 
rates of the income and estate taxes be raised enough to pay for b ecleral 
relief tax cannot be shifted. It lies where it falls. The burden of 
a heavily graduated tax falls on the man who is best able to bear it— - 
who will feel the loss the least. I am strong for it. I am strong for its 
use to help defeat that shameful situation by which millions sufter 

from want in the richest country in the world. , _ 

You may ask how Federal relief funds can be used. In two ways. 
First by supplementing the efforts of the States, cities, and other mu- 
nicipal organizations for feeding and otherwise helping people who 
cannot get work. Second, to give work. There is scarcely any limit 
to the number of men who could be employed by the Federal Govern- 
ment in great public works of many kinds in every part of the country. 
Flood control on the Mississippi and other rivers, the development of 
inland waterways, reforestation and fire prevention, the use of rivers 
for water supply, irrigation and power, the checking of erosion, the 
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construction of airports and the lighting of airways, the drainage of 
swampland, the building of highways — all these and many others can 
be undertaken and will pay for themselves over and over again in the 
recreated efficiency of national life. More than 2,400 years before the 
Christian era the rulers of Egypt were faced with the question of 
employing idle labor. It was answered by the most widespread and 
effective public-construction program the world up to that time had 
known. The Nile was harnessed. Irrigation lakes and canals, public 
buildings and monuments, entire cities, were built on a nationwide 
scale. Are we lacking in the vision and the courage that set a nation 
at work 43 centuries ago ? 

The picture is now complete. Local relief means wialring the poor 
man pay. Local relief serves to weaken further our national con- 
suming power and block any hope of permanent recovery. Local relief 
is part of a vicious policy to shield concentrated wealth— a policy 
which brought on the depression and has kept it with us for 2 long 
years. Local relief means release for the rich, not relief for the poor. 

Federal relief is demanded by every principle of justice, of humanity, 
and of sound economics. F ederal relief can be raised from the wealthy 
so that the purchasing power of the millions of average citizens will not 
suffer. Federal relief can be spent in such a way that unemployment 
and distress will be. defeated and the entire Nation started well along 
the path to a permanent and balanced prosperity. 

Best of all, it should be remembered that plans for a very consider- 
able part of these developments are already in existence, and that work 
upon many of them could be undertaken with comparatively little 
delay. 

This is no local crisis, no State crisis. It is nationwide. I cannot 
believe that a national government will stand by while its citizens 
freeze and starve, without lifting a hand to help. I do not see how it 
can refuse to grant that relief which it is in honor, in duty, and in its 
own interest bound to supply. 



[From “The Survey”, June 1, 1932] 

ROCK-BOTTOM RESPONSIBILITY 

(Bt Robert F. Wagner) 

The junior Senator from New York has been respon- 
sible for the outstanding series of measures at Washing- 
ton dealing with unemployment. Here he gives the heart 
of those “individual views” which he has filed as minor- 
ity member of the select committee of the US. Senate ap- 
pointed last summer (S. Rept. No. 629) to investigate the 
subject of unemployment insurance. It was a striking 
fact that no one who appeared before its hearings, dis- 
sented from the proposition that some form of insur- 
ance or reserve must be established. If , as newspaper 
interviews indicate , the majority members should in the 
final report subscribe to compulsory insurance , it will 
be a waymark of the hard times. 

It has been only since the full force of the present depression struck 
our country that we have come to see how unprepared we were to 
deal with its ravages. No reserves had been laid aside to care for 
prolonged, involuntary unemployment. As soon as the modest re- 
sources of great multitudes were exhausted they were compelled to 
turn to public and private charity. Statistics gathered by the Rus- 
sell Sage Foundation show that the amount of nonpension relief in- 
creased 449 percent between the first half of 1929 and the first half 
of 1931. In 81 cities having a totaJS population of more than 36 mil- 
lion, the sum of $132 million was spent for relief during the 12 months 
of 1931. 

Yet charity, whether public or private, should be the last resort 
and not the first choice in dealing with the economic problem of the 
wage earners for whom we fail to supply work. Sucn charity calls 
for greater voluntary contributions and for higher taxation at the 
very time when incomes and values are reduced. The consequences 
confront us on every hand in terms of inadequate relief in spite of 
the extraordinary efforts of private citizens, States and municipalities. 
They comfort us in destitution, malnutrition, and spiritual deteriora- 
tion. 

Is there a better way? Can we by adequate preparation preserve 
the people of the United States against the suffering attendant upon 
widespread unemployment ? 

With that question we come to the rockbottom of social responsibility 
for unemployment. Men are thrown out of work through no fault of 
their own. It is not the men who walk the streets in search of work 
who create the industrial system of which unemployment is a part. 
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The obligation rests upon society to make sure that they shall not go 
cold or hungry. The alternative is between charity uid insurance; 
and I have no hesitation in making my choice in favor of insurance. 

Compulsory insurance against unemployment under state auspices 
dates from the passage of the British Insurance Act in 1911. Eight 
years later, Italy adopted a system and was followed by Austria, Bul- 
garia, Germany, Luxembourg, Poland, Russia, and Queensland. Eight 
countries — Belgium, Czechoslovakia, Denmark, Finland, France, 
Netherlands, Norway, and Spain— have voluntary systems. In Swit- 
zerland in some of the cantons insurance is compulsory, in others 
voluntary. Upon the establishment of the Irish Free State the 
compulsory system was continued. In all of these countries the in- 
surance systems, even where privately organized, are encouraged by 
the state. In all, except Austria, Germany, and Italy, the state con- 
tributes part of the premium costs. At the present time approximately 
37,500,000 workers are so protected of whom 34,673,000 workers (ex- 
clusive of Russia) are protected by compulsory insurance. 

Many of these systems have encountered serious financial difficulties. 
They were not organized to cope with periods of unemployment so 
prolonged and widespread as this one. They were intended to cover 
such risks as occur in the normal routine of industrial activity. To 
draw an analogy it was not all surprising to find that companies orga- 
nized to deal in fire insurance found it difficult to meet the losses that 
arose out of the San Francisco conflagration of 1904. It should be 
noted, nevertheless, that both in the Irish Free State and in Italy the 
unemployment insurance systems have accumulated substantial sur- 
pluses despite 3 years of depression. 

The British System 



The original actuarial calculations behind the British system rested 
on experience showing the average unemployment in the insured trades 
over a period of years up to 1919 to have been 5.32 percent. In 1921 
began a decade of chronic unemployment unrelieved by any sustained 
period of prosperity, in which that average has been over 13 percent. 
Obviously enough, the system was inadequate to meet the demands of 
a double load. That, however, was but one of the difficulties. Great 
Britain lived in constant expectation that abatement of the depression 
was near at hand. Consequently, it was not generally felt that there 
was need for a radical change in the accepted view that the country 
was dealing with a temporary emergency. Modifications intended 
for short periods were frequently made in the insurance setup. “Un- 
covenanted,” “extended benefits,” and “transitional” were introduced. 
These benefits shared the characteristics of both insurance and relief. 



Nonetheless, the British insurance fund in 1924 actually operated at a 
profit of $45 million. 

The sturdiness of the system was further revealed by the fact that 
in the face of further liberalizations as to scale of benefits and further 
relaxations in the conditions for qualifying for them, despite also the 
devastating effect of the coal strike and general strike of 1926, the fund 
in 20 years accumulated an indebtedness of only $200 million. This 
(March 1930) was on the eve of the present acute depression. . Since 
then the debt has steadily mounted until it reached $500 million by 
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September 1931. During the past 6 omnths, it has remained approxi- 
mately static because of an increase in premium rates and a reduction 
in the rate of benefits paid. 

Certain factors, however, must be taken into consideration in mea- 
suring that debt. First, almost half of the amount ($225 million) 
represents the cost of administering for over 20 years an elaborate 
system of labor exchanges, an interest charge of over $50 million for 
funds borrowed from the Government, and all other overhead of the 
insurance system. Second, it is a fair inference that a very large pro- 
portion of the debt represents not the cost of the insurance but of the 
pure relief which was dispensed through the insurance mechanism. 
Careful calculation has shown that the entire amount of the debt would 
be repaid by the normal operation of the insurance fund within 5 years 
if the rate of unemployment fell to an average of 10 percent. 

The British insurance cannot, therefore, truthfully be called a dole. 
Evidence in our hearings revealed that 82.5 percent of all the bene- 
fit payments during the life of the system were supplied from premium 
receipts and that only 17.5 percent comprised extraordinary appropria- 
tions and loans. The so-called dole originally consisted oi a tree gift, 
paid not out of insurance funds but entirely out of State funds to 
ex-servicemen and civilians for a period of 12 months during 1919 
and 1920 to meet the special emergency of the transfer from war to 
peace conditions. 

The German System 

The German insurance system came into effect at the very moment 
when the problem of unemployment was reaching extraordinary di- 
mensions in 1927 at a time when 1,470,000 workers, more than 9 percent 
of those insured, were unemployed. Within a year the average number 
out of work increased to 1,658,000, grew in 1929 to 2,019,000, and in 1930 
to 3,483,000. During 1931 the average number of unemployed sur- 
passed 4^4 million. Thus in Germany, too, the problem of unprece- 
dented unemployment placed an unforeseen burden upon the insur- 
ance fund which was met in part by borrowing from the Government 
which aggregated during the first 29 months $148,274,000. These 
loans have since been canceled. Premiums have been increased from 
a total of 3 percent of standard wages to 6*4 percent. 

A total of $1,500 million was paid out in Germany from October 
1927, to March 31, 1931, for all forms of unemployment relief. The 
noteworthy fact is that more than 57 percent of this sum of $858 
million had its origin in the premiums paid by employers and em- 
ployees. The balance of $642 million represented the entire outlay 
of the German Federal Government, the State governments, and 
local communities for all forms of emergency relief expenditures in- 
cluding even local poor relief. During the year 1931 the insurance 
fund alone supported an average of close to 2 million workers. 

It is difficult to make comparisons between conditions in Great 
Britain, Germany, and the United States. An examination of the facts 
leads to the conclusion that many of the evil consequences of unemploy- 
ment which have been evident in the United States have for the most 
part been avoided in those countries and at a relative cost not in excess 
of that incurred in the United States. 
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The European experience with unemployment insurance has admit- 
tedly revealed serious weaknesses. It is all the more significant to note 
that the European public, both employers and employees^ accept 
unemployment insurance as an essential part of the prevailing eco- 
nomic organization. The reports of U.S. consular representatives 
prepared at the request of the Bureau of Labor Statistics and sub- 
mitted to our committee showed that where compulsory systems are 
now in existence such objections as are evident are directed toward 
details of administration and not against the principle. 

Senator Wagner’s Nine Points 

1. The evil consequences of unemployment can and should be miti- 
gated by the establishment of unemployment insurance or wage 
reserves. 

2. Unemployment insurance or wage reserves, to be successful, 
should be inaugurated under compulsory State legislation and be 
supervised by State authority. 

3. The Federal Government should encourage State action by (a) 
cooperating with the States in the establishment of a nationwide em- 
ployment service (S. 2687) , and (&) by allowing employers to deduct 
from income tax a portion of their payments into unemployment re- 
serves (amending the Revenue Act of 1928). 

4. Every system c f unemployment insurance or reserves should be 
organized to provide incentives to the stabilization of employment. 

5. The insurance or wage reserve system should be built on a plan 
financially and actuarially sound so that the premiums paid into 
the fund shall be sufficient to meet the obligations of the fund. 

6. Compulsory unemployment insurance eliminates the competi- 
tive advantage of the employer who refuses to recognize his business re- 
sponsibility for unemployment. 

7. Compulsory unemployment insurance preserves the mobility of 
the worker and his freedom of action in attempting to improve his 
economic position. 

8. Unemployment insurance will beneficially affect not only the 
workers but agriculture, industry, and trade; all alike profit from 
sustained purchasing power. 

9. Sound business and good conscience both command us, in deal- 
ing with unemployment, to abandon the methods of poorrelief with its 
ballyhoo, its inadequacy, inequality, and uncertainty, which are a drain 
on the sympathy of the giver and a strain on the character of the taker. 
Let us, like civilized men and women, organize intelligently to prepare 
today for the exigencies of the future. 

American Experience and Proposals 

Provision against unemployment is no new phenomenon in the 
United States. One trade union, the Deutsch-Amerikanische Typo- 
graphy, has had an unemployment benefit system since 1884. ■, In 
April 1931, 48 trade union benefit plans were in operation. In addition* 
15 companies had established reserve funds. There were also 16 
joint-agreement plans set up mutually by trade unions and employers. 
Altogether there were 79 plans in operation, covering approximately 
160,000 workers or approximately one-half of 1 percent of the wage 
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earners of the country. About 65,000, or 40 percent of these workers, 
were insured under union-employer agreements, of which that in the 
men’s clo thing industry is outstanding. Indeed the largest single 
group among the 165,000 employees insured under joint agreements 
were members of the Amalgamated Clothing Workers of America. 



Unemployment "benefit plane in the United States 1928 and 1981 (April) 



Type of plan 


Number of 
plans 


Number of em- 
ployees covered 


Benefits paid 


1928 


1931 


1928 


1931 


1928 


1931 


Trade union: 

Local. — - . 


37 


48 


33,400 


44,648 


$264,000 


81,870,005 


National ............... 


4 


3 


1,320 


900 


13,613 


17,265 


Union Amnlover ........... 


22 


16 


65,000 


65,000 


996,200 


1,444,503 


TSmnlnvftr .............. 


9 


15 


8,500 


50,000 


11,781 


872,701 













Since 1916 more than 30 bills dealing with compulsory unemploy- 
ment insurance have been introduced in 6 State legislatures without 
any tangible result. Some of these provided for State systems in 
line with European experience with contributions to be made by em- 
ployers, employees, and the State; others — -and here we come upon 
American variants — provided for separate insurance funds for each 
industry with contributions to be made by employers, employees, and 
the separate company funds. This last is the system put forward in 
Feburary by an interstate commission representing the States of Con- 
necticut, Massachusetts, New Jersey, New York, Ohio, and Pennsyl- 
vania which reported in favor of compulsory systems of unemploy- 
ment reserves. It is also the system projected By the first and only 
State to have thus far enacted a compulsory insurance law, Wisconsin 
(January 1932). The law goes into effect on July 1, 1933, unless 
employers of not less than 175,000 employees shall have sooner estab- 
lished voluntary systems of insurance. 

The advocates of the so-called American plans declare that insur- 
ance on the basis of the statewide pooling of premiums and risks puts 
unjustified burdens on the employer who gives steady employment to 
his workers. The premiums are pooled so as to take care of those who 
may become unemployed, and a company which employs its workers 
for 26 weeks a year will pay premiums into the unemployment insur- 
ance fund for only 26 weeks. Once the plant has shut down obviously 
no employment is given; and since premiums consist of a percentage 
of payroll, the absence of a payroll after the shutdown means that 
no premiums are paid. The result is similar, if a plant is accustomed 
to discharge one half of its employees during slack seasons. In con 
trast, the competitors of the irregularly operated plants may have 
reached the state where they can give their employees regular employ- 
ment, an attainment realized only after an expenditure of funds and 
the application of great effort. Nevertheless, under a general pooling 
of premiums, these stabilized plants have to pay premiums for 52 
weeks each year. In other words, the employer who regularizes would 
be penalized. 

These considerations apply not only to individual concerns but to 
entire industries. If all premiums are pooled into a single insurance 
fund the industries which operate regularly have to bear the burden 
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resulting from the irregularities in other industries. Experience in 
England is particularly germane in this connection for there the 
electrical manufacturing, amusement, and distribution industries have 
had to pay a large part of the cost of the benefits paid to the irregularly 
employed workers in textiles, shipbuilding, and coal. 

The proponents of the American plans undertake to eliminate these 
alleged inequalities by provideing for (1) insurance by industry, or 
(2) company funds. 

Insurance bt Industries and Companies 

The American Association for Labor Legislation has developed a 
plan for compulsory pooling of the unemployment risks of each major 
industry. All employers in the clothing industry, for example, would 
contribute to the same fund, thereby relieving both employers and 
employees of other more regularly operated industries from support- 
ing idle clothing workers. The size of the necessary reserve fund and 
consequently the amount of the premiums would be directly deter- 
mined by the degree of unemployment in the particular industry. 
Anything done to curtail unemployment in an industry would benefit 
employers in that line. 

The advocates of the company-fund idea contend that insurance by 
industry has some of the same weaknesses as the all-inclusive insurance 
system and that the individual employer who succeeds in regularizing 
would be compelled to bear part of the burdens of his less progressive 
competitors. They contend, too, that any stimulus to regularization 
can be effective only if applied to the management of a given company. 

Under the company-fund plan each employer bears his own and only 
his own risks. The plan in itself is exceeding simple. It calls for the 
establishment of an unemployment-insurance fund for each employer 
and for the creation of a State agency for the necessary administra- 
tion and supervision. Each fund is to be separately managed and 
administered. Contributions are to be made only by the employer. 

Provision is made, however, for arrangements whereby employees, 
individually or collectively, may agree to make contributions for the 
purpose of securing additional unemployment benefits. The amount 
of contribution varies. The Wisconsin act provides for a premium 
equal to 2 percent of wages paid. To stimulate the employer to regu- 
larize, he is relieved from making any payments once the fund has 
reached a predetermined size sufficient to cover reasonable needs in a 
given year. Thus the Wisconsin law provides that whenever the fund 
of a given establishment is equal to $75 for each employee on the pay- 
roll, further contributions cease. When the fund falls below this 
amount but is more than $55, contributions are to be 1 percent of the 
payroll. Underlying this provision is the theory that it aff ords added 
incentive to the employer to regularize. If he has little unemployment 
in his plant the fund will reach the required size in a relatively short 
period. Thereafter he is relieved of making payments until the fund 
is impaired by unemployment benefits paid to his employees. 

It will be noted that the company-reserve fund operates in just the 
reverse fashion from the all-inclusive insurance scheme. Whereas 
under the latter the employer who gives the most employment pays the 
most premiums, under the former the employer who gives sufficient 
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employment so as not to impair his benefit fund pays no premiums at 
all. There can be little doubt that the company-fund idea bears more 
directly upon those sources from which the will and desire to stabilize 
must emanate than any other plan proposed for unemployment 
insurance. 

Shall Insurance Be Compulsory? 

The question whether unemployment insurance shall be voluntary 
or compulsory was the principal issue developed in the course of our 
hearings. Yet it is a question which does not present a real alterna- 
tive. The experience here and abroad has already been cited. No 
extensive insurance has ever been established by the voluntary acqui- 
escence of employers. To advocate insurance with sincerity is to 
advocate compulsory insurance. 

Compulsory insurance does not mean that the States must operate 
the insurance system, or that the State must contribute to the insur- 
ance fund or reserve. All that a compulsory system necessarily in- 
volves is that the employer is under statutory obligation to provide 
insurance or reserves to protect his employees against a stated period 
of unemployment. 

As long as the community bears the cost we virtually subsidize 
unemployment. 

The fear has been expressed that such compulsory insurance would 
be injurious to the labor movement. The very contrary, it seems to 
me, is the truth. It will minimize the destructive competition, dur- 
ing periods of depression, of millions of unorganized workers. An 
established system of compulsory employment insurance would give 
the labor unions a real stake in the management of business. 

Employers are naturally apprehensive of the effect upon their com- 
petitive position. Yet those who have voluntarily assumed the obliga- 
tion report that the increased good will and contentment of the em- 
ployees, the elimination of soldiering, and the stimulus to management 
have resulted in efficiencies which more than balance the cost. 

The principal responsibility for unemployment insurance rests with 
the States. The reasons for Federal encouragement are inherent in 
our economic organization. State boundaries are not economic bar- 
riers. They do not check the spread of depression. A similar eco- 
nomic interdependence is apparent between agriculture and industry. 
The stabilization of industry, the maintenance of purchasing power, 
the mitigation of want must be national and not merely local achieve- 
ments. 



[From “The Survey” March 1, 1932] 

THE NEW LEAD FROM CAPITOL HILL 

(Bt Isador Lubin) 

JS. 2390 is an outcrop of the hard times and the imag- 
inative leadership of the Senator whose name it bears, 
Robert M. LaFollette , Jr., of Wisconsin. It crystallises 
the idea of an economic cou/ncU in terms of legislative 
provision. It is the result of hearings which brought 
together bankers , industrialists , economists , labor lead- 
ers and engineers who were less celled in as a coroner's 
jury on the remains of owr recent prosperity than as a 
fruitful source of experience and ideas bearing on a new 
and affirmative lead. The procedure by which it was 
framed is a fascinating exhibit of a new type of group 
thinking and statesmanship. And this , so far as we 
know , is the first time the story has been told as a whole — 
by an economist who was in it at every stage. 

When the subcommittee of the Senate Committee on Manufacturers 
recently voted favorably on S. 2390, the question of national economic 
planning in the United States left the realm of theoretical discussion 
and became an issue of practical politics. The bill would establish 
a National Economic Councilwith specific powers for fact finding and 
recommendation. Not only is it thus an important first-step but in 
its approach to the means for controlling industrial fluctuations, it 
breaks away from the sterotyped idea of restricted production in the 
direction of enhanced consumption. The measure has therefore 
within it the seeds of a radical change in our economic attitudes and 
procedures. 

The genesis of the bill goes back to the closing days of the 7lst Con- 

g ress whose demise last spring American business awaited with bated 
reath so that “industry might be freed of the fears of further legis- 
lative action and once more be allowed to solve its own problems.” 
It was then that Senator LeFollette submitted a bill (S. 6215) pro- 
posing a national economic council and secured the passage of a Sen- 
ate resoltuion authorizing the Committee on Manufactures of which 
he was chairman, to hold hearings after adjournment. 1 

The council, with powers of subpena and research, was to be com- 
posed of 15 members to be appointed by the President and approved 
by the Senate from lists “submitted by groups of associations and or- 
ganizations representing the industrial, fianancial, agricultural, trans- 



* The other members of the subcommittee charged with this task were Senator H. D. Hat- 
field, of West Virginia, and Senator Morris Sheppard, of Texas. 
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portation, and labor interests of the United States.” Its functions 
were to: 

(1) keep advised with respect to general economic and business conditions in 
the United States; (2) consider problems affecting the economic situation or the 
United States and its citizens ; (3) endeavor to formulate proposals looking to the 
solution of such problems; (4) make reports to the Congress, together with 
recommendations for necessary legislation and for other action ; (o/ from time 
to time as it deems advisable, submit reports dealing with particular economic 
questions, together with its recommendations, to the President, to the Con- 
gress, and to the appropriate economic associations and organizations Interested 
in such questions. 

Nine months were available before the new Congress to mobilize 
witnesses and take testimony. Various economists were consulted as 
to the type of evidence that should be collected. It was agreed that the 
primary question to be answered was: How far could an economic 
council be effective in preventing or ameliorating future industrial 
depressions? American business, it was evident, had been thinking 
primarily in terms of restricting output as the means for stabilizing 
American industry. That is the coming-out place not only of the 
widely accepted Swope plan but of the report of the Committee on the" 
Continuity of Business and Employment of the Chamber of Commerce 
of the United States. Senator La Follette and his advisers, however, , 
were interested in knowing whether the emphasis should not be shifted : 
Could the consumptive power of our citizens be raised to the point 
where it would equal our productive capacity? And, if so, how 
could we make a beginning? . ; 

The list of witnesses, as finally drawn up, included outstanding bank- 
ers, industrialists, engineers, economists, statisticians, trade-associa- 
tion executives, and labor leaders. The hearings were not to be merely 
opportunities for them to read prepared statements for the edification 
of the press. What the committee wanted was information. Con- 
siderable time, therefore, was devoted to assembling material bearing 
upon the history and experience of the invited witnesses. By a study 
of their public utterances and writings light was thrown on their 
fundamental attitudes toward industrial and social problems. When 
finally they appeared before the committee, each session began with a 
carefully worked out program of questions for the day’s examination. 

In determining the need for economic planning, a factual picture 
was needed of the economic trends before and during ^ the business 
slump. This task was assigned to E. A. Goldenweiser, director of the 
most important of the official economic and statistical organizations 
in Washington — the Division of Research and Statistics of the Federal 
Research Board — and to Laurence H. Sloan, vice president of the 
largest and most widely known private institution gathering and pub- 
lishing business and financial information — the Standard Statistics 
Co. 

Dr. Goldenweiser portrayed in statistical form for the decade 1920- 
29 the course of industrial production, building construction, factory 
employment, factory payrolls, freight car loadings, railroad income, 
railroad employment, security issues, interest rates, bankers' loans, 
bank failures, currency circulation, gold reserves, wholesale prices, 
retail sales, exports, imports, foreign investments, and international 
gold movements. He showed the ups and downs of these years — first, 
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the abrupt fall in industrial production in 1920 and 1921 (a decline of 
31 percent from the preceding high point) ; next, a 67-percent increase 
between April 1921 and April 1923, following upon a $1,400 million 
expansion of the construction industry, and the rapid growth in the 
use of automobiles. Then came, in quick succession, a 21-percent slump 
in early 1924 and the rise of 1925, occasioned by the easy money policy 
of the Federal Reserve System and the bumper agricultural crop at 
the time of a foreign wheat shortage. Next, the recession of 1927, 
followed by the rapid expansion of the next 2 years which culminated 
in May 1929 in an industrial output surpassing by 15 percent the 
highest point thus far attained in our history. 

During the next 2 years industrial output fell over 40 percent. 
Accompanying this decline came a 30-percent drop in factory employ- 
ment and a 45-percent decrease in factory payrolls. As compared with 
August 1929, he showed that the wage loss to factory workers for the 
single month of September 1934 amounted to more than $445 million. 

Commenting on the fact that production started downward several 
months before the stock market crash in the fall of 1929, Dr. Golden- 
weiser said : 

I think, broadly speaking, that this particular decline was largely a matter 
of having reached the limit of consumptive power at the gristing level of 
prices. * * * It was a very clear case of supply outrunning the demand * * * and 
the stock market decline was an accelerating factor rather than an initial factor. 

One of the most significant and least generally known facts pointed 
out by Dr. Goldenweiser was the marked decline in residential build- 
ing which started more than a year before the depression began. This 
foreshadowing of the future, however, had no effect on our industrial 
tempo. We continued on our expanding way. In 1928, according 
to Dr. Goldenweiser’s testimony, the American public absorbed new 
security issues to the amount or $6,080 million. In 1929, we absorbed 
an additional $8,640 million. Hand in hand went also an increase in 
bank borrowings, the loans made by member banks of the Federal 
Reserve System rising by $1,355 million between June 1928 and 
Junel929. 

With the crash came the most spectacular fall of prices ever wit- 
nessed in recorded history. Starting from an index leveh’of 98 in 
June 1929, wholesale prices fell to 69 in the autumn of 1931. The 
output of the farmer which yielded him an average of $1.40 in 
March 1929 brought him 72 cents 2^ years later. 

The Nation’s banking system soon found its portfolios laden with 
uncollectible commercial paper and depreciated securities. Bank 
;failures became the order of the day. In 1930, there were 1,345 with 
deposits of $865 million, as contrasted with 501 with deposits of 
$196 million in the depression year 1921. 

Depositors throughout the country took fright and suspensions 
continued. Funds were removed from banks and put elsewhere for 
safekeeping with, Dr. Goldenweiser estimated, the consequent hoard- 
ing of approximately $1 billion out of a total outstanding circulation 
of $5 billion. 

The havoc wrought by falling prices and by the curtailed incomes 
of the argicultural and laboring classes was portrayed by Mr. Sloan 
in his analysis of corporate earnings. The net income of 550 of our 
largest industrial corporations, which in 1929 amounted to $3,458 mil- 
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kon, fell in 1931 to an estimated figure of $1,105 million, a decline 

Sice K£ cen k If 1 same 2 years 26 railroads suffered a drop of 
«t>4oo million, or 72 percent, m their earnings. 

What all this has meant to the investor was well illustrated by Mr 
oloan s data on security values. Common stocks which had risen from 
an index number of 100 in 1926 to 228 in September 1929 fell to an 
index number of 80; that is, to one-third of the peak. Outstanding 
bonds, he estimated, had declined in value by more than $3 billion 
Witlun 3 years. In addition, bonds valued at $1,023 million had de- 
faulted on interest payments during the first 9 months of 1931, rep- 
resentmg a sixfold increase in defaults within 2 years. Over $400 

million of these defaults represented the bonds of industrial corpora- 
tions. * 

The economic breakdown 
lated into terms of h uma n 
commissioner of the State 

unemployed and the millio ^ ^ 

P ast °f depression have caused a wage loss, she saidrof more 

than $1,600 million. To cope with the suffering occasioned by this 
tremendous loss of earnings, private and public agencies had available 
for relief purposes last year some $35 million. “No charitable relief 
is given until every personal resource, in the way of property and 
personal belongings, friend borrowing from friend, and all that sort 
of thing, has been exhausted.” 

To the families affected by unemployment, but not yet on the level 
of destitution, loss of income has meant a readjustment to a lower 
standard of living with ensuing malnutrition and depletion of health, 
a result which we will not fuDy understand until several years have 
passed and after the crisis is all over.” In Manhattan, according to 
JHiss jrerKins — 



as portrayed by the statisticians was trans- 
well-being by Frances Perkins, industrial 
of New York. To the 1,500,000 totally 
ns of part-time workers in Lor fttofo fLo 



* * * old, wornout, dirty, darkroom tenements, which a few years ago had 
been practically abandoned, have now come back into a period of prosperity The 
people who had moved out into the Bronx and other sections of New York Citv 

J2JLJ2S? P * r * tS *°L the t0 Y?’ ar ? n ?w findin s their way back to the old-lavv 
tenements. * * * Two or three families crowd into four- or five-room apart- 
ments. That, of course, has always had in the past very undesirable social 
results. 



Here was a picture of sudden economic and social disintegration. 
Could anything be done to prevent its recurring in the future ? 

The task of answering this question was assigned first to those who 
have been at the helm of our economic life; that is, the captains of 
industry. They were about equally divided in their opinion as to the 
efficacy of any attempt consciously to bring about some degree of eco- 
nomic stabilization. A striking feature was the frank insistance by 
some of them that the basis of the present havoc lay in the maldistribu- 
tion of wealth. To Daniel Willard, president of the Baltimore & Ohio 
Railroad, one of the most esteemed of our railroad executives, most of 
the trouble we have today “arises from the fact that we are not divid- 
ing things just right, somehow. Our scheme for dividing up is not 
working. We have not provided for the man who does not have and 
cannot obtain work.” Likewise, Henry I. Harriman, vice chairman 
of the board of directors of the New England Power Association and 
chairman of the recent Committee on Continuity of Business of the 
U.b. Chamber of Commerce, felt that “the reason that many people 
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even in 1929, were living in want and without a high standard of liv- 
ing was the inadequacy of the wage paid them and the general inade- 
quacy of our system of distribution.” 

Yet irrespective of the causes lying behind the present emergency, 
there was a curious fatalism on the part of some of those highest placed 
in our corporate setup. In the opinion of James A. Farrell, then head 
of the United States Steel Corp. with its billion of capitalization and 
its h un dreds of thousands of workers, employed and unemployed, 
there was little that could be done to prevent a future recurrence. 
Modifying the Sherman Law “so that there could be reasonable com- 
petition and reasonable profits” might accomplish some good. As for 
economic planning, “it would be an impracticable thing in the steel 
business.” This should not, of course, preclude some organization “to 
keep a watchful eye over tne situation. In last analysis Mr. Farrell 
had no definite opinion “one way or the other as to the utility of the 
thing.” He thought, however, “it might be tried.” 

Even Mr. Willard was not “persuaded that a commission or council 
* * * was necessary or would accomplish any substantial good.” 
As to the possibility of such a body having seen the development of the 
economic trends which were tending to aggravate the situation in 1928 
and 1929 and called them to the attention of those in control, Mr. 
Willard was doubtful. “I suppose,” he said— • 

it is possible that they might have done it, but I may say that I think it is 
extremely improbable, because some of the wisest men that I know, at least I 
look upon them as wisemen, seemingly failed, just as much as I did to see what 
was ahead of us. Certainly, I did not see it I would do a great many things, if 
I were doing them over again, differently from the way I did the last time, and I 
repeat that with respect to all the men I see engaged in business— they all, or 
nearly all, seemed to be just as much mistaken as I was. 

As for Clarence M. Woolley, chairman of the board of the world’s 
largest producers of radiators and sanitary equipment-— the American 
Radiator and Standard Sanitary Manufacturing Co.— it was his opin- 
ion that the factors which affect our economic life are so numerous, 
complicated, and sensitive, “that it is too early even to consider it” 
(the creation of a National Economic Council) “due to the lack of 
essential economic foundations of knowledge that will be required to 
set up a control of that sort.” 

But to Alfred P. Sloan, president of the General Motors Corp. 
(whose net earnings in 1928 when Chevrolet drove Ford out of the 
market, were $272 million) , any attempt to level out the fluctuations in 
industrial activity “is a step in the right direction.” Unwilling to fore- 
cast just what could be accomplished he nevertheless felt that “a great 
deal of good would result from a council made up of the right type of 
men with an appreciation of the problems we are now confronted 
with.” So, too, Henry P. Kendall, a large operator of cotton mills, 
emphasized the need “to bring about cooperative action among the 

basic industries.” . _ 

George J. Anderson, president of the Consolidation Coal Co., after 
years of experience in what Mr. Hoover has characterized as the worst 
functioning of industries, made it evident that he had become con- 
vinced that the coal industry at least could not achieve any appreciable 
degree of stabilization with the voluntary machinery which now pre- 
vails. The American people had come to believe that economic leader- 
ship is either “absent” or “incompetent,” and lie insisted that an eco- 
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nomic council is the only mechanism whereby “you can put out in 
front * * * a group of men who will be accepted in the case of common 
emergency as leaders.” Such a body, lie believed, “should supply 
leadership of a type to approach those things which are not within the 
control of groups^ however, well organized/’ 

The real opposition to any attack upon prevailing methods of indus- 
trial organization and guidance came from financiers. “Human 
nature being what it is, none of those bankers who testified could 
see any effective advantage to be gained from even a continuous study 
of economic trends. Some like Melvin A. Traylor, president of the 
First National Bank of Chicago, with a half billion of assets, placed 
upon our banking machinery a measure of responsibility for the events 
of the past 2 years. Investment institutions, he said — 

to a larger extent than is true of any of the other banking fraternity, dis- 
regarded what should hare been obvious signs of danger in many of their 
promotions. 

When asked his opinion of those businessmen who expanded their 
plant and equipment beyond the consuming power of the market, he 
replied: 

I have expressed my opinion on that a few times. It was not very popular 
with some of my friends, but the degree of intelligence exercised by all of us 
in the look backward, certainly does not entitle ns to very much credit as wise 
men. I think that is particularly true of industrial leadership because, after all, 
it had the facts of the situation; and those facts, it seemed to me, were con- 
clusive, not only that we could not support the volume of business of 1928 and 
1929 for an indefinite period but certainly that we could not look for an increase 
of that volume and the industrial plant was equipped for a production far in 
excess of even the consumption we had up to 1929. 

Mr. Traylor felt, nevertheless, that the collection and dissemina- 
tion of data on the condition of industry would have little or no effect 
upon the conduct of industrial leaders. “As to their effective use,” he 
'aid — 

I am frankly skeptical, because of the weaknesses of human nature and the 
inclination of each industry and each nation to pursue its own course, as, at the 
moment, seems best calculated to serve its ow* interests. 

Eugene Meyer, Governor of the Federal Beserve Board, also ex? 
pressed little laith in authoritative outgivingsas a check to industrial 
expansion. Admitting that the voice of warning is the most valuable 
as well as the most scarce in times of prosperity, he, nevertheless, 
contended that “it is the most inarticulate and it has great difficulty in 
getting a hearing.” “And,” he emphasized, “if it is going to be right 
it is going to be right too soon, and it is going to appear to be wrong.” 

Prefacing his remarks with the statement that ms views were based 
on hindsight rather than on foresight, Charles E. Mitchell, chairman 
of the National City Bank, who saw the stock of his institution shrink 
within 2 years from $585 to $59 per share, admitted, as did Mr. Tray- 
lor, that the banking system was in part responsible for the unbridled 
expansion and speculation of the predepression era. Yet, he con- 
tended, the situation was largely outside the bankers’ control. 

* * *So long as we live under a system of individual liberty, (he held) we are 
bound to have fluctuations in business. Freedom for the individual to engage 
in whatever business he chooses, and to develop that business in accordance 
with his talent and judgment, is a privilege which all Americans cherish. It 
involves, however, the freedom to make mistakes. 

27-419— «5— vol. 5 17 
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* * * On matters of giving counsel, my observation has been that it is oue thing 

to give counsel, and another thing to get people to follow it. * * * 

In expressing my skepticism of the measure before the committee, I do not 
want to appear unfriendly to efforts to improve the situation. I can not help 
feeling, however, that business will be governed best by the natural laws of sup- 
ply and demand, which will control the situation more effectively than the best- 
in tentioned regulatory or advisory body imposed from above could possibly 
do. * * * 

My principal concern, as I view the possibilities of this bill, is that nothing be 
done to place a handicap upon the exercise of initiative and enterprise in indus- 
try. Time and time again we have seen, in an industry well adjusted in point of 
capacity to its market, new spirits thrust their way forward with new energy 
and new ideas, creating excess capacity, it is true; but at the same time revolu- 
tionizing the industry and giving it a new leadership. This is the history of eco- 
nomic progress. What is our National Economic Council going to do about this? 
How can we purchase stability except at the price of progress? This, it to 
me, is the dilemma of any system of central planning. 

Insisting that the bankers had done nothing more than to supply 
what their customers wanted during the period of investment craze, 
IL Wiggin, of the Chase National Bank, with resources r unnin g- 
over $2 billion, expressed the similar opinion that it is to prices and 
the unconscious automatic functioning of the market that we must 
look for the necessary checks. 



T * en » I : ake i4 » y° n belike there is nothing which can be done 
that will be effective in saving us from these great fluctuations In business activity 
which we have experienced in our past history? w 

Mr. Wigout. I do not think so. A man only lives so mr.ny years and his ex- 
perience only lasts with him so many years. New generations succeed and they 
will make the same blunders in the next generation and succeeding generations 
as were made in the first * * * 66 

The Chaibman. Your counsel is one really of despair, then. We are going 
to suffer these terrific dislocations and the suffering that goes with them on the 
part of the people generally? 

Wrooiw- I think you are looking for a superman, and there is no such 
**■“*■. Hu "' au nature J® human nature. Lives go on. So long as business 
activity goes on we are bound to have conditions of crisis once in so often We 
may learn from each one how to avoid that particular difficulty the next* time 
but you are always going to have, once in so many years, difficulties in business! 
times that are prosperous and times that are not prosperous. There is no commit 
sion or any brain in the world that can prevent it. 

unUmited? 411154 ^ You think ’ then * ^ the capacity for human suffering is 
Mr.Wioonr. I think so. 



At variance with these bankers, two engineers saw as our immediate 
need some machinery for controlling the further unwise expansion of 
capital facdities. Our difficulties, as seen by H. S. Person, director of 
the laylor society, lay in the tremendous increase in our productive 
capacity and the accumulation of wealth unaccompanied by any siffnifi- 
cant change in ite distribution. Thus, “an ever-larger proportion of 
the claims on social income have gone to a smaller group in society/' 

* * * Tbis had led to the development of the strongest of motives for inVestiuc 
this rarplus above immediate consumption needs in productive enterprise in 
something that will yield a return through time. So great has been fhk’sn 
cumulation of what you might call a social surplus, above the consumptions! 
needs of those who have it, that institutions of great strength and effectiveness- 
investment hanking as a whole — have developed, for the uornoso on Hm nnn 

?ho d rtf r H V H atin? the application of this capital to produJth^Sjerprise and 
the other of devising ways and means for its application. The S inS 

judgment, has been an unwise, specific application of capital bv industiK 
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It is a reasonable exceptation that a national economic council, properly 
organized and manned, and with adequate powers and facilities, could serve as 
a force— through the publication of pertinent data, analysis of them, and direct 
recommendations — which would influence business enterprisers to m s ke de- 
cisions which are compelled by the facts disclosed; decisions which, because 
based on common information, would automatically achieve some degree of 
balance between total consumption and production, and between the production 
of the various industries. 

Although in substantial agreement with Dr. Person, R. E. Flan- 
ders, of the American Engineering Council, laid particular emphasis 
upon the need for a governmental body which among its duties would 
serve as adviser to the Federal Government on those matters which 
have a bearing on our economic activities. Pointing to the close rela- 
tionship of monetary policies, governmental expenditures, taxation, 
public works, and the tariff to the economic life of the Nation, he 
stated; 

* * * It 2s really dangerous for industry to take the position, even tacitly, that ‘ 
If you give it the power it can control the severities of the business situation. 

I do not think that is possible. I think it is dangerous for industry to put itself 
in the position that if given power it can produce the results. . I think it cannot 
because the primary elements of the thing seem to mb to be in the control of 
the Government and in the field of government rather than in the field of 
industry. 

The contrasting view on this question of Government action was 
set forth by Henry I. Harriman, of the U.S. Chamber of Commerce, 
and Gerard Swope, of the General Electric Co. Emphasizing the 
need for an economic council if economic stability is to be attained, 
Mr. Harriman presented the proposition that such a body should be 
under the control of private business. Although working in closest 
cooperation with the Government “the council should be appointed 
by business and supported by business,”. It should be advisory in 
its character and should depend upon the reputation of its members 
and staff for its standing before the country. Such a council, he held, 
must be supplemented by extensive trade associations ana by the 
power of private industry to restrict its output and to make contracts 
for dividing its market among its membership. 

Both Mr. Harriman and Mr. Swope recognized, however, that the 
public must be protected against unreasonable prices. They advised 
subjecting such restriction contracts to some sort of control by * 
governmental body, but both vehemently denied that this might in 
the final analysis be a form of price fixing. 

One of the most important weaknesses of the Swope and' chamber 
of commerce plans, as brought out in the testimony of Mary van 
Kleeck, of the Russell Sage Foundation, lies in the absence of power 
by private agencies to secure essential data from firms who refuse to 
cooperate with trade associations. Indeed, as she pointed, it was 
a trade body — the National Coal Association — and a group of steel 
companies that, through the use of a court injunction, prevented the 
Federal Trade Commission from securing relevant information on 
investments and profits in the coal industry in its 1920 study of the 
cost of living. These plans, she further showed, made no provision 
for employee representation in the task of planning production. Yet 
in last analysis such planning means the determination of price poli- 
cies which in the end influences the cost and standard of living for 
the working population. * 



term 
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Of the three labor leaders who appeared before the Commission-^ 
Sidney Hillman of the Amalgamated Clothing Workers of America; 
David B. Robertson, of the Locomotive Fireman & Engmemen; and 
William Green, of the American Federation of Labor— Mr. Hillman 
was the only one who laid particular emphasis on the weakness of any 
instrumentality, constituted to deal with our economic difficulties, 
which does not include representation of labor. Not only did he dis- 
agree with the theory that industry could voluntarily achieve stabil- 
ity, but he insisted that the whole recorded history of industry Proves 
the contrary. “They won’t do it, they have not done it, and they 
will not do it. The only power that can put it mto effect is govern- 
mental action. There have been promises as to what industry will 
do. We know that nothing constructive from the large point of view 
was done when they were in a position to do it.” . _ 

Mr. Green’s objection to privately organized boards, as projected 
by Mr. Swope and Mr. Harriman, lay primarily in the— 

danger that it would lead ultimately to Government price fixing, and that is 
wheref labor is interested, because that might be supplemented with the fixing 
of the rates for labor, and we would certainly be opposed to any plan that would 
even in a remote way provide for such a condition. 

After financiers, engineers, industrialists, came the economists, and 
among those who appeared before the Commission— John Maurice 
Clark! Wallace B. Donham, Lewis L. Lorwm, John A. Ryan, George 
Soule, Leo Wolman, Virgil Jordan, Paul M. Mazur, andJ. Russell 
Smith— none questioned the need for an mstitution which would 
keep us continually informed of “the state of the Nation. Walter 
W Stewart, our recent representative at the Basle Conference to de- 
termine the state of German finances, justified the creation of such a 
council, however, “only on the assumption that itwould be constituted 
of a personnel that would be of a sufficiently high quality, with the 
virtues of foresight and of courage to champion an unpopular cause 
at a time when they think necessary.’’ All felt that without such an 
institution little could be accomplished along the lines of rationalizing 
our economic activity. Dean Donham, of the Harvard School of 
Business, felt that ft council could be organized privately by lndustijy, 
but he agreed with the others that it was only on the initiative of the 
Federal Government that it was likely to be started. The economists 
were unanimously agreed further that the immediate function of a 
council was to serve as a collector and interpreter of all facts that bear 
in any way on our economic life, and to advise industry whenever* 

nevOThaTO^e sc^Uy an^shortcomings of existing economic 
data been more carefully elucidated than in the examination of J. 
Frederic Dewhurst, chief of economic research of the Bureau of For- 
eign and Domestic Commerce. His portreyal, which might well have 
been entitled “What We Do Not Know About Our Economic Life,” 
showed what data we now have lacks many essential characteristics, 
and designated wide fields in which we have no informatmn at all. 
Thus, for example, he pointed out that we know little or nothing about 
how our physical goods are distributed; whence they emanate; where 
they go; that we Enow but little about the stocks of commodities on 
hand- and that with the exception of department store sales, which 
cover only 3 percent of our retail trade, we have no data on consumer 
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60 A dB&^^formulated plan for an economic council was P«®* n J?4 
bv Prof XM. Clark, of Columbia University, as the of the 

deliberations of a committee of economists, appointed by on 
OTt^ve Cimference of 1931. Thisproposed the ^ 

S? Government, of a body together and »“f 

t^tleblrtybe conuxwd of persons^ose qualitotioim should to 
defin^iXCTtK ‘befffv^^knowM^abon^r ex- 

Skmof’organization vary between “ d ^. n ^ n “Sdeup 
Sionld be assigned to industrial councils in each industry made up 
“r^nW^of management, labor force, and the consumers of 

its products. Their duties— f L lljllll 

might run all the way from the mete < SSSSlcai^ SowleSetor the guidance 

US 
- — 

beyond that. 

RoscoeC, 

Producers, saw mau uwuuuuv v.- 

to”^ve as °4^o™ay bri^^'tetween Sfo£ 

and the component parts of the various mdnstnes. , r« Abbott, 
mation and advice could pass m both durect io . Construction, 

executive director of the American ^ltute of bt^ Lmnm™ 

rk s»S»i i» ™ t*a - JSBrarsssi 

jjrjss* ',•* ay fea 

proceedings was the subject of comment jon 

among members of the press. Personal, * mv U pghot 

disagreements were never allowed to mar Ae atmospher^ Themg^i 
of it aU was. first, a 752-page volmne Ltion 

which bids fair to serve for many a dsy m a « ^ thi3e „ 

ance of our economic affairs. . . t^jfied on the 

Profiting by the advice and criticism of SJ^itobe 
original draft, his revised bill provides for a b°dy ™ lin derstanding 
“selected on the basis of their acqunintan^ with _ e1lft11 ^ 
of national economic problems. On this ^-i.» on labor 

least one expert in the fields of industry, finance. transwrtMmn^l bo 
relations, apiculture, and scientific management. Its powers ana 
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functions are to be the same as those provided in the original bill with 
the additional mandate that it “shall initiate the organization of 
councils or associations within the major branches of production, dis- 
tribution, and finance.” The National Council is to consider the rec- 
ommendations of these bodies and suggest measures for putting such 
rec ommen dations into effect. No trade body, however, is to be recog- 
nized unless it be “truly representative of the economic interests within 
the particular branch of production, distribution, or finance in which 
it is organized.” When such is not the case, the National Co uncil is 
to encourage its reorganization or the organization of a new body 
H* ^ pi ace * Thus there would be provided means whereby the Na- 
tional Economic Council can be in direct touch with representatives 
of mdustry, finance and labor, and a way paved for the mutual con- 
sideration of economic problems and policies. 

The success or failure of S. 2390 as a piece of legislation will depend 
on whether or not we in the United States have reached the stage 
where we are willing to undertake a moderate initial step in the direc- 
taon of information and orderliness, yet a step which may prove the 
threshold to coordinating and revolutionizing the controls of our 
economic life. 



[From “The Survey” — Nov. 1, 1931] 

UNEMPLOYMENT INSURANCE 

An Americ as Plan To Protect Workers and Avoid the Dole 

(Bt Frances Perkins) 

Miss Perkins , New York State industrial commissioner , 
came hack from England with a 'plan for setting wp un- 
employment insurance in the United States in a way she 
believes would be fair to workers , to employers , and to the 
public — a plan free from politics arid organized on a 
pattern of public work which has been proved a success 
in this country. She sets it forth here for the first time. 

Not as a research worker investigating Britain’s experiment with 
unemp loyment insurance, but as an administrative official seeking light 
on the aims, the accomplishments, and the technique of that vast proj- 
ect, I recently spent 0 weeks in England. I visited the southern coun- 
ties where there is no abnormal unemployment and where there has been 
none during England’s decade of depression, and also the Midlands, 
the coal area, and the Clydeside, where men and women formerly em- 
ployed in mining, textiles, and shipbuilding have been jobless, some of 
them for years. My wanderings took me through country lanes, along 
v illag e roads, through fine city streets, into the slum districts of wn* 
don, Plymouth, Liverpool, Manchester. T had chances to talk with 
bankers, government officials, industrial managers^ professional people, 
trade union leaders, merchants, workmen. I visited local unemploy- 
ment insurance offices, sat in at sessions of referees, and umpire’s courts, 
where doubtful and “refused” claims for benefits are reviewed. 

I soon drew a line between insurance itself, an active, going, mutual 
scheme, and the dole which carries the load of those who drop through 
and constitutes national mass relief. What I saw convinced me that 
compulsory insurance against the ordinary hazards of industrial un- 
employment is sound in principle. I should like to set down here what 
struck me as the values m unemployment insurance to the community 
as well as to the workers themselves. It is, of course, only fair in such 
a discussio n to point out some of the ad min istrative difficulties in- 
volved. Finally, I want to suggest a possible method of so setting up 
an American plan of unemployment insurance as to keep the adminis- 
tration of the fund out of politics, and cut down the risk of penalizing 
employers doing business across State lines through the enactment of 
compulsory legislation. 

On my last visit to England, before the war, I brought back memo- 
ries of widespread human misery so vivid that they have remained with 
me through all the crowded years since 1913. At that time, poverty 
was an inescapable part of the British scene. People who were cold 
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because they had only rags to wear were seen on the streets — men and 
women with bare feet or feet wrapped in old bits of cloth, and with 
tattered garments pinned and tied together. Drunkenness was a 
familiar part of the picture, for desperate people will often spend a 
few coppers for liquor and forgetfulness rather than for inadequate 
food. 

But the England of 1931 is not the England of 1913. I went from 
town to town, through one city after another and never saw people in 
rags or shoeless. I did not encounter that drawn look that comes 
from years of underfeeeding and despair, except on the faces of a few 
aged unemployables. The English in general wear clothes that seem 
to an American dull and monotonous but people on the streets have 
good, warm durable clothes these days and tney all have shoes. Hous- 
ing is also better than it used to be, both in comfort and in sani- 
tation. The only drunken person I saw in England this summer was an 
American girl in a hotel lobby. The pubs were well filled but even on 
Saturday nights in the poorer sections of large cities I saw no drunks. 
Coming to England freshly after so long an absence, I was continually 
impressed by the rise in the standard of living in spite of postwar 
adjustments and the long depression. This I believe to be due in large 
part to measures which, wise or unwise in method, have lifted some 
of the unemployment burden from the backs of the wage earners and 
spread it out on industry and the country. 

.The whole philosophy and method of social insurance ^are, of course, 
products of tne complex age in which we live. In a simpler society 
the individual made his own economic plan. He was the master of his 
tools of labor, and his own strength, ingenuity, and willingness to work 
were all he needed to keep himself and his family fed, clothed, shel- 
tered, and provided with the elements his concept of the good life 
required. 

But the individual is a far less independent unit in modem capital- 
istic society. He does not own the machine he uses. The factors that 
determine the work he does and'his return for it are largely outside 
his control. The insurance principle, devised long ago to protect help- 
less dependents from the most severe economic effects of their bread- 
winners death, has been extended to cover other hazards before which 
the individual in a machine age is partly, or wholly helpless. Thus we 
have workmen’s compensation to cushion the burden and spread the 
cost of industrial accident.. We have old-age pensions to provide for 
the years when the worker can no longer keep pace with modem in- 
dustry. Unemployment insurance is another extension of this same 
principle. 

The presentEnglish scene gives a muddled picture of unemployment 
insurance in action because British unemployment insurance has been 
almost smothered by the dole to the postwar unemployed. The dole 
as has frequently been pointed out (see the Survey, April 1, 1929, 
p. 60) is badly entangled with the unemployment insurance setup, 
out it is not a part of it. a British unemployment insurance is. a three- 
way scheme, with contributions from the employer, the employee, 
and the state, under an act originally passed in 19?.l. The dole, of- 
ficially known as uncovenanted benefit or extended benefits, has been 
paid through the unemployment insurance machinery tojpeople who 
have through prolonged unemployment lost their foo vlag as partici- 
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pants in the insurance scheme, but no contributions warranting such 
payments from the insurance standpoint were put into the fund. The 
draft on the insurance fund for the dole, and the heavy tax on the 
national treasury to bolster the fund so that it would take care of a 
vast army of jobless persons for whom it had not been intended to 
provide, have produced the results which have done so much to dis- 
credit the British experiment in the eyes of American critics. 

But there are valuable lessons for both England and America in this 
confusion in applying the insurance principle to a major unemploy- 
ment emergency. England’s experience is rich in positive suggestion 
as well as in warnings for further experiments with unemployment in- 
surance in this country and abroad. 

In viewing what has happened in England, one needs a lively sense 
of the realities of the situation. Granted that the confusion of unem- 
ployment insurance and the dole was a mistake, the dole itself was a 
choice between two evils, Millions of people have been without 
resources of their own in the troubled years following the war. Some 
demoralization due to idleness was inevitable. Was this demoraliza- 
tion to be increased by hunger, or were the jobless to be enabled to buy 
food with money which, at the moment, they had not earned ? It must 
not be forgotten that the demoralization of hunger and destitution is 
long drawn out — it goes even beyond the present generation. There 
was, of course, a third resource— the jobless could ask charity. In Eng- 
land, where poor relief is locally administered as it is in this country, 
this would have meant heavy demands for relief resulting in increased 
taxation in the depressed areas least able to bear such a burden. In the 
end, it could only have meant widespread destitution, for the coal 
towns, the textile communities, the Clydeside could not have continued 
to carry their unemployed without the assistance from the less affected 
areas which has been provided by the dole. 

Through large-scale public relief, England has made it possible for 
her unemployed to go on buying stockings and coats ana flour and 
blankets, even though they had no jobs. This has lifted some of the 
load from the wage earner and his family. It has also lifted some of 
the load from British business and industry because it has helped 
keep the home market alive. I talked with one of the executives of a 
chain of five department stores in the depressed manufacturing cities 
of the Mi dlands. The stores closed their books July 31, 1931, with a 
handsome profit I asked this executive how they had managed it 
He divided the credit between careful management and unemploy- 
ment benefits, which, he said, “have kept money moving.” Almost 
every employer with whom I talked said the same thing. After he 
had wrung ms hands over the dole I would ask, “Well, what should be 
done? Should it be abandoned?” I never received an affirmative 
answer. “After all, it’s saved England,” was the usual reply. “I 
don’t know what we could have done without it” 

Among the positive values to England in having an unemployment 
insurance setup has been the knowledge it has given the country of 
the actual situation. Britain is able now to analyze her own unem- 
ployment problem and to determine how it should be met Well-in- 
formed people in England — economists, Government officials and so 
on— expect that for some years ahead there will be not less than 2 
million unemployed a year in a wage earning population of about 12 
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million. For 1,200,000 of these 2 million, British experience shows 
that unemployment insurance must and can be provided. About 
500,000 more workers will not have sufficient insurable work during 
the year to carry them over periods of seasonal ildeness. They must 
have some additional maintenance, given as the result of a need test, 
not as a right. For a group of 300,000, provision must be made 
through social service. They are the aged, the maladjusted, the 
handicapped, who are industrial unemployable. 

At the present time, we in this country cannot look ahead with any 
degree of certainty, we have no data on which to base estimates of the 
amount of unemployment with which we shall probably have to deal 
next year and the year after, nor can we analyze the types of unem- 
ployment with which we shall be faced. We do not have the facts 
which the British system gives. 

The most conspicuous blunders of the British experience have been 
political. I doubt whether the American mind could have accepted 
the plan of dumping all the unemployed oh the unemployment insur- 
ance fund without payment of premiums. “Yankee sense” functions 
among politicians, and clearly, insurance money and relief money 
ought to be kept in separate pockets. 

People who are starving must, of course, Jbe relieved — the whole of 
modem society rests on some such conception. England has had to 
learn by a costly experience that a sound insurance scheme cannot bear 
the whole burden of this social obligation in tame of emergency . It is 
going to be a difficult business from the wage earner’s viewpoint and 
on the side of the public, too, to unscramble the eggs and get back to 
sound actuarial principles for the unemployment insurance scheme, 
to adequate relief methods for the uninsured and those whose insur- 
ance is insufficent to carry them through big emergencies. Whether 
or not the American temperament would have permitted us to fall 
into the mistake of dumping relief on an insurance plan, certainly 
with England’s experience freshly before us, it is unlikely that any 
emergency would tempt us to try that unsound experiment. 

While social insurance theoiy has wide application, the mechanics of 
one country’s scheme cannot be taken over bodily by another. The 
English are a homogenous people, with a common language, back- 
ground, Mid tradition. That fact affects profoundly the problem of 
administering a complex law which touches people’s lives intimately. 
I remember sitting in a referee’s court where several “doubtful” claims 
were being reviewed. The procedure is informal. The claimant tells 
his story m his own way. The three referees ask questions about any 
points which are not clear, and they may summon witnesses if they 
feel that further testimony is needed. 

None of the claimants whose cases I heard were represented by 
counsel. Most of them were unskilled workers, but they were able to 
make a clear statement, and they were fully aware of their rights un- 
der the law. One man, for instance, had a fairly involved situation 
to describe in explaining why he had not accepted a job offered 
through the local office. If the facts were as he presented them, he was 
justified in refusing the employment under his trade-union regula- 
tions, and was entitled to benefits. The referees asked a few questions 
to clear up one or two details, then allowed the claim. 
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“But aren’t you going to check his story?” I asked, a good deal 
surprised. 

“That hardly seems necessary,” the referee replied. “After all,, 
the ma n himself knows better than anyone else what his union regula- 
tions are and how the work offered him conflicts with them.” 

Again and again, I was impressed by this British habit of believing"' 
one another. It simplifies enormously the job of administering social 
legislation. 

Another element which unemployment insurance would have to' 
take into account in this country is the question of identification^ 
Your English workman answers all his life to the name his parents 
gave him. In this country, as a matter of convenience, Guiseppi 
Catalano may be Joe Carter on one firm’s record, Jim Lane on the 
books of another employer. In administering the workmen’s com- 
pensation law in this State we have found many wage eaniers who, 
with no intent to deceive, have changed their names with almost 
every job. Their own names are hard to pronounce, confusing to spell, 
and a shortened version of the real name is used by the “boss” ana by 
fellow workers. Some ready and reasonably foolproof system of 
identification will have to be : devised if we are to know that the Tom 
Paul who lost his job with the X factory last month is the Tim Store 
who was “let” out by the Y plant in May and whose family know 
him as Theophilus Sotiropoulos. 

Any unemployment insurance measure in its beginning is experi- 
mental. If it is to succeed it must be based, so far as that is possible, 
on known quantities. For this reason, it seems to me unwise to con- 
sider for this country unemployment-insurance plans which attempt 
to divide the benefit fund by industries. So far, we have no reliable 
basis on which to figure rates under such a scheme. Some industries 
show the hazard more regularly than others — highly seasonal occupa- 
tions like the building trades, for example. But an insurance plan, 
it seems to me, should be drawn with the big emergencies in mind. 
Its provisions should be framed to give the worker some security in 
times of widespread unemployment and so safeguard the fund so 
that it will be relatively adequate to these heavy drains. In an emer-i 
gency like the current one we cannot say that one industry is more to 
blame than another for unemployment or for underemployment} and 
there is no just basis, so far as our present information goes, on which 
to penalize individual employers or groups of employers for the 
situation we all face today. From this standpoint, an unemployment 
insurance plan ought to require a fairly long waiting period — a 
month, or even longer. This would rule out minor employment breaks 
in which administration is difficult and expensive, and build up the 
fund for emergencies against which no degree of forethought or 
thrift can protect the individual. Where the wage earner’s income 
is interrupted or reduced for shorter periods, individual “economic 
planning 3 ’ should be supplemented by some other form of relief if the 
family situation requires it. 

I believe that industry should foot the bill for unemployment in- 
surance. There is a certain theoretical justice in haying each em- 
ployee contribute directly, but practically it is a complicated scheme^ 
inevitably leading to confusion in administration. All forms of 
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social insurance should, so far as possible, be kept impersonal in their 
administration. To have Tom Jones and Bill Smith each putting 
his bit into the fund introduces a highly personal element. It leads 
to friction and misunderstanding by a dozen roads, particularly if, in 
the experimental stages, the plan breaks down and even those who 
have paid into the fund do not receive benefits enough to carry them 
over a major unemployment emergency. The argument that the 
benefits will “mean more” to the workers if they have contributed 
directly to the fund seems to me a sentimental consideration. . Our 
experience with workmen’s compensation does not indicate that it has 
any basis in fact. 

The main obstacles in the way of successful compulsory unemploy- 
ment insurance in this country have often been indicated: First, the 
complication of competition between industries in different . States 
and under, different laws; second, the danger of “politics” entering 
into the legislative extension of benefits and into the administration 
of the law. This has been the chief cause of the present unsound 
position of the British scheme. As a method of meeting these, diffi- 
culties I should like to see a group of industrial States experiment 
with an insurance authority, modeled on the Port Authority of New 
York and New Jersey. Such an authority would have to be set up 
by treaty between the States, and would be empowered to underwrite 
unemployment insurance in the States which created it. Actually, 
it would function as an insurance company and would administer 
one fund for the participating States, incidentally saving them the 
administrative overhead of carrying separate funds. The authority, 
by its very nature, would be impersonal and remote from political 
influences, in the separate States. A proportion of the .members would 
jprobably be appointed by each Governor; to serve fairly long terms, 
so the authority would not change with each change of State admin- 
istration. It would, of course, have to run itself on a business basis, 
just as does the Port Authority. 

A logical group of States to initiate such an undertaking would be 
the seven industrial States, the Governors of which were called into 
conference by Governor Roosevelt last winter to discuss problems 
of unemployment, including unemployment insurance (see : The Sur- 
vey,” Feb. 15 , 1931 , p. 546 ). These seven States — New York, New 
Jersey, Pennsylvania, Connecticut, Massachusetts, Rhode Island, and 
Ohio — have large industrial interests in common. They have already 
begun, to explore together the possible remedies for unemployment 
which has been a growing problem in each of the seven States for some 
years. Two of them have had reassuring experience with a non- 
partisan body established by treaty to take over a 3et of problems and 
responsibilities which they share jointly. 

I should like to see the legislative bodies of these seven States call 
on economic, social service, and insurance experts to explore the possi- 
bilities of such a project as I ha ve suggested, and to draw up a detailed 
plan for putting it into effect for an experimental period. On insur- 
ance authority, given wide powers, carefully safeguarded, would have 
all the advantages of corporate organization, but it would be a public 
body. At the same time, it would free the unemployment insurance 
administration of the region from the criticisms that would almost 
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certainly attach to it in the hands of private carriers, or of State » com- 
missions which it is sometimes feared will become political m makeup 

When I urge unemployment insurance for this country, I do not 
suggest it as a “cure” ter unemployment. Both European and Ameri- 
can experience prove that there is no cure. Unemployment is 
symptom, not a disease. Its elimination depends on our ability to 
define and deal with the economic maladjustments that produce it. 
Unemployment insurance is not even a safeguard for all the wage- 
earners of the political unit which inaugurates it. Properly conceived 
and administered, it covers only those relatively stable workers for 
whom payments can be made into the fund on an actuarial basis, and 
who are unemployed as the result of a dislocation sufficiently severe 
to lose them tfieir jobs and to keep them jobless over a fugr long 
waiting period. It does not touch the situation of the unstable or 
IsSfworker who often shifts from job to job, for the worker 
in a disorganized industry who is frequently on short time, nor for 
the “unemployable.” It does hold out a measure of security for the 
average wag/ earner and his family “^volunta^ unemploym^ 
does not find them destitute, nor render them so, if they are covered 
bv unemployment insurance. On the other hand, they lose no stimu- 
lus to pradence and thrift by being so covered, because ™emplc*inent 
benefits represent a sharp drop in the amount of the wage earn s 
usual income. But to have a steady sum coming m, week by week- 
815 or $12 or even $10— during such an emergency as American wage 
earners are now facing, would mean an immense easing of the hard- 
ship and uncertainty. It would also make both public and pnvate 
relief funds reach further, if they could be used to supplement insur- 
ance benefits, lather than to “carry” the families of all the unem- 

Pl Asone way of lightening the burden and the misery of industrial 
hazards, before which the individual is helpless, I believe social insur- 
ance has proved its worth in workmen’s compensation laws in this 
country, in similar laws and in experiments with unemployment in- 
surance abroad. I am eager to aee us in this country extend the prm- 
cinles of compulsory insurance to cover the unemployment hazard. 
And I believe that if we are willing to proceed carrfully and experi- 
mentally, safeguarding our projects against the difficulties the Eng- 
lish experience has defined ter us, drawmg our^lans to conform to 
our social and political conditions, we can lift the fear and ease the 
suffering that come to American wage earners and to their wives and 
children when industry slows up anai there are no wages because there 
are no jobs. 



[From the Congressional Digest, January 1931] 

IS WAGNER PROPOSAL FOR FEDERAL EMPLOYMENT 

AGENCIES SOUND? 

(Pro by Senator Wagner) 

Entirely too much valuable time has been consumed by idle theoriz- 
ing over the question, Whose problem is unemployment? 

I have been told by well-intentioned citizens that each worker should 
solve the problem for himself. I have been advised that business was 
under the duty to eliminate unemployment. Others have urged that 
the municipalities and States were responsible for it. Into this dispute 
I decline to enter. To me it seems plain that the responsibility of the 
Federal Government must not be shirked, for the prevention of unem- 
ployment is a distinctly national obligation. 

Unemployment today is not produced by local causes. The forces 
which make for the shutdown of factories, the curtailment of activity 
in the mines and on the railroads are forces which operate on a na- 
tional and worldwide scale. The individual workman, the individual 
business, the State, are helpless when an economic storm breaks upon 
the country. Only the coordinated strength of the entire Nation is 
competent to deal with such powerful economic forces. 

The sooner the Federal Government does it share, the sooner will 
States, municipalities, and private industries be in a position to con- 
tribute theirs. 

What portion of that task properly belongs to the Federal 
Government?. 

First. The Federal Government should collect accurate information 
of employment, unemployment, and part-time employment. Such in- 
formation is fundamental. No intelligent effort to control unemploy- 
ment can be exerted without it. Today we have no such information. 
The Federal Government is the agency best equipped to secure it. 

Second. The Federal Government is always engaged in construct- 
ing highways, developing rivers and harbors, erecting flood control 
structures, and public buildings. . .It should plan these projects in ad- 
vance and time them so as to make available opportunities for employ- . 
ment when private business slackens. 

Third. The Federal Government should join with the States in the 
establishment of a nationwide system of public employment offices, so 
as to assist workers to find jobs and to assist employers to find workers 
with the least amount of delay and with the least amount of friction. 
Such a system will establish cooperative channels for the free flow of 
labor between States and between markets. 

This is but a bare outline of what the Federal Government can do 
toward the prevention of unemployment. It is such a plan which is 
written into the three bills I introduced and which have been passed 
by the Senate. 
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If the Federal Government should begin to exercise these functions, 
certain definite results may be expected. We shall know where we 
stand from month to month. We shall no longer grope in me dark. 
The inf or ma tion will be useful to the Federal Government, to the 
States, and municipalities, and to each and every intelligent farmer 
and businessman in the country, who will be enabled to guide produc- 
tion by prospective consumption. 

Public construction will be concentrated in periods of depression. 
If the Federal Government will s t the example the States and mu- 
nicipalities will do likewise. A public works program, which costs th© 
Nation about $3 billion a year will be turned into a balance wheel to 
keep employment steady. We shall begin to know something about 
the unemployed. We shall learn what happens to the men displaced 
by machines and mergers; what is the fate of men who lose their em- 
ployment after 40? If we know the facts, I believe we shall find solu- 
tions. As long as we remain in ignorance we never can find a remedy. 

Of course, carrying out this program will cost money. The long- 
range plan bill authorizes an appropriation of $150 million; the em- 
ployment exchange bill, $4 million. These are big sums of money even 
for a country as large as the United States. But when you stop to 
compare these figures with the costs of unemployment, then you be- 
come competent to judge which way lies true economy. In one single 
month last winter factory workers alone lost in wages $200 million. 
In the first 3 months of 1930 it has been estimated that wage earners 
alone lost no less than a billion dollars in wages. If by a little ex- 

E enditure of money and a big expenditure of thought and plan we can 
uild a dam to shut off this Niagara of money losses arising out of 
unemployment, is it not sound economy to do so? Consider what it 
would have meant to the farmer, to the manufacturer, and in turn to 
the worker if this vast amount of purchasing power had not been 
withdrawn from the markets. _ 

There are three forms of unemployment with which we are suffer- 
ing. Two are characterized now as chronic. There is the technolog- 
ical unemployment which is of a chronic nature, the displacement of 
labor by ma chine s. Then we have the seasonal unemployment, which 
has been regarded up to the present time as inevitable, although I 
think it can easily enough be solved if we address ourselves to the prob- 
lem. The third is the cyclical unemployment, which is usually tem- 
porary in its nature. . , .. 

The reason why we are suffering xrom this acute unemployment 
situation at the present time is that upon this chronic unemployment, 
technological and seasonal, is superimposed this cyclical unemploy- 
ment which has brought us down so deeply. Strange though it may 
seem while we are confronted with the senoiisness of technological 
unemployment our Government has never even begun to study the 

question of technological unemployment. • , . 

In order to solve the problem, we must have available information. 
We must build the machinery of stabilization and we must create 
the channels for the free flow of labor from the place of surplus to 
the place of need. These three things we now utterly and absolutely 

^ a< Since these three bills were introduced, the Committee on Commerce 
has held hearings on this legislation and it is the deliberate judgment 
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of that committee, expressed in its reports, that these bills' should be 
passed. 

The ideas embodied in the proposed legislation have mat very little 
articulate opposition. Economists have unanimously given these bills 
the stamp of their approval as sound and feasible and well conceived 
to attain their stated objects. Employers have endorsed the bills. 
Labor has put behind them the full force of its organized opinion. 
Large industrialists all through the country have approved it. The 
newspapers of the country, without regard to political division, 
whether Republican or Democratic, whether conservative or liberal, 
have joined in a single expression that Congress should pass the bills. 

Let us turn to the bill (S. 3060), which seems to be the center of 
attack. Somebody suggested that there are no employment exchanges 
in England and none m Germany. They have any amount of em- 
ployment exchange. That is the center, the crux, of their whole effort 
to solve unemployment — the employment exchanges. We have alto- 
gether 170 offices, and here is Great Britain, with a population of only 
42 million as against our 120 million, and she has 1,162 public ex- 
changes; Germany, with a population of 62 million, has 1,293 public 
exchanges — to bring the man t;o the job. They found it absolutely 
essential during their trying times to have these exchanges, first, to 
segregate the individual, to find out what he can do, what kind of a 
mechanic he is, and then to send him to the job that wants that type of 
man. We have no such analysis here. 

And here is the vav they are attacking the technological unemploy- 
ment. A man has lost his craft; they find out just about what kind 
of work he can do and they have a vocational training school con- 
nected with the employment exchange. He is put in there for a week 
or two, readjusted, so that with his mechanical skill he can do some 
other type of work for which there is a demand and back he goes into 
the new employment and maintains his standard of living. That is 
what these employment exchanges are doing there. 

Much of the opposition proceeds on the assumption that there are 
not any State public employment exchanges. Twenty-five States have 
employment exchanges today; but none of them is informed as to 
the economic condition of another State. Now New York State co- 
operates by a special arrangement with the State of New Jersey; 
the employment exchanges of the State of New Jersey cooperate 
with the employment exchanges of the State of New York. Where 
men of a certain type are wanted in New Jersey, a factory is starting 
>up and there are no men available in the State, they communicate 
with the State of New York and find out whether or not there 
are men in the State of New York out of employment who would fit 
into a place of a particular kind that is available. And it is this co- 
operation between the States which everybody, who has dealt with this 
subject, has emphasized, and the purpose of tnis bill is to bring about 
that cooperation. 

Although the National Association of Manufacturers opposes it, 
I have not heard from a single manufacturer in the State of New 
York against this legislation and we have a great many of them there — 
we are a pretty large industrial State. The only opposition I have 
heard against this legislation is from private employment exchanges. 
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Now the private employment exchanges, according to their statement 
here, have an entire misconception of this bill. This bill does not 
attempt to regulate private employment exchanges; it has nothing to 
do with private employment exchanges. It deals only with Federal 
aid to the State employment exchanges in order that we may have 
cooperation between the States, this communication of economic condi- 
tions in one State so that another State may know, which all of the 
students of this question say is absolutely essential if we are to deal 
with the question of bringing the man to the job at all. 

In this brief against this bill Mr. Emery, for the National Associa- 
tion of Manufacturers, said that this bill was coercion — coercion of the 
State. The States decide absolutely whether they will accept this 
Federal aid or not. Where is there any coercion? If the State says 
“No,” that is the end of it. 

We have an employment exchange today; the director can erect as 
many as he likes, and that is why I cannot see the logic of Mr. Emery’s 
argument. He roes not object to that, but he does object to the pro- 
vision of the bill which says, in the event the State does not accept 
Federal aid then the Federal Government, in order to secure this co- 
operation (again between the States), may erect an exchange of its 



own. 



We have heard a good deal here about the handling of employment 
exchanges as a local State function and I want to preserve it as a State 
function; so, instead of creating these agencies throughout the States, 
exclusively under Federal Government supervision, Iprovide that the 
States shall do the whole thing with Federal aid. Under the bill the 
State conducts the entire employment exchange; it appoints the em- 
ployees; it does all the work in connection with the employment 
exchange. 

The only thing the State is required to do is to submit its plan to 
the Federal Government, so that the Federal Government may know 
how its money is to be spent and to comply with certain require- 
ments, such as the collection of statistics. 

Under the provisions of this bill the States are unfettered so far as 
the policy they desire to adopt in the appointment of the employees 
in the employment exchanges is concerned — absolutely. And it is 
to meet what I feared was an objection to national employment ex- 
changes throughout — the States rights objection-, that I provided that 
this cooperation be secured by having the States do it all and to give 
Federal aid simply upon condition that certain things be complied 
with; namely, that we want the statistical information and, also, that 
the Federal Government take care of the placement between States — 
the clearing between States. 

We are not creating the organization; the State is doing all of that? 
We are simply giving Federal aid, just as we give Federal aid in many 
other instances. If there is any constitutional objection to this, then all 
of your Federal aid is unconstitutional. 

What about our Department of Agriculture — our appropriations 
for the Department of Agriculture? That comes under the general 
welfare provision of the Constitution. What about our Department 
of Labor? If this is unconstitutional, the appropriation we make for 
the Department of Labor is unconstitutional. If this is unconsti- 
tutional, the appropriation we make for the U.S. Public Health Service 
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is unconstitutional. All of these appiopriatioiiSvare constitutional, 
or one-third of our Government would just collap^.-j=*r 

We have a Federal Employment Service today. Nobody has ever 
suggested that the money expended for the employment service is 
unconstitutional, or is not authorized by the Constitution. ■ 

The argument is made that we are giving the money to the State 
in return for a surrender of its police powers. The States do not give 
up anything; they exercise their police power by saying “All right; 
we will take this money and we will collect these statistics for you; we 
will cooperate with the other States.” It is no more than if I make 
a contract with you to buy your house for a certain sum of money. I 
do not give up my right to contract when I make that contract with 
you ; I exercise my right to contract. So the State is not giving up 
anything; it exercises the right which it has. It may reject or accept, 
as it pleases. All of this talk about coercion of the State is untenable, 
to out it very mildly. 

Everybody agrees, who has studied this subject, that these employ- 
ment exchanges are essential. We must admit that State lines are no 
longer economic barriers. How are we going to get cooperation be- 
tween the States; how can we ask the State to give us this informa- 
tion to transmit to other States, unless the Federal Government is m 
there somewhere between the States? You can have Federal em- 
ployment exchanges in every State sn the Union, who will do this 
co mmuni cating between them and so have the clearance between the 
States, or you can let the States operate the offices. There is the only 
alternative. Now I took what regarded as the alternative which pre- 
served States rights as against the alternative of having the Federal 
Government do it exclusively. The States are responsible for the entire 
administration of those offices. The aid that they get is because of 
the help which they give the Federal Government in helping the 
clearing of labor, the placement between States, and collecting this 
accurate information. It is a thing which can only be solved by co- 
operation between the States. A public works started here in Washing- 
ton affects the shoe factory in Massachusetts, textiles in the South 
and in the New England StateSj factories in my State. It is so wide- 
spread that it requires cooperation in order intelligently to deal with 
this subject. And this cooperation being absolutely an essential part 
of the program, I thought this would preserve State rights and yet 
give us that cooperation. The only alternative is to forget the States 
entirely and do it all by the Federal Government. 

Year after year, decade after decade, we have yearned and hoped 
and prayed to be relieved of the recurrent onslaught of unemployment. 
Here is a program of action, not perfect but the best that the present 
state of our knowledge makes possible ; not complete but having within 
it the seeds of further development ; not a panacea for all our ailments 
but bound to contribute to the solution of unemployment. Here', is the 
program: Three bills, constituting the first three steps on the road to 
stabilized prosperity. 

Pro by Representative Dyer 

This bill, in a word, sets up a national employment system in co- 
operation with the various States and endeavors to promote the estab- 
lishment and maintenance of a national system of public employment 
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offices; and for that purpose creates in the Department of Labor a 
bureau to be known as the U.S. Employment Service, under the con- 
trol of a director general. An appropriation of $1,500,000 is author- 
ized for the fiscal year ending June 30, 1931, and $4 million for each 
fiscal year thereafter, up to and including the fiscal year 1934. Sev- 
enty-five percent of the appropriation is to be apportioned by the 
director general among the several States in proportion to their popu- 
lation, and the balance of 25 percent of the money appropriated shall 
be available for a dminis trative purposes. However, no money shall be 
expended in any State unless and until an equivalent sum has been 
appropriated for any year by the State ; so that unless the State matches 
the appropriation of the Federal Government, it shall not be permitted 
to participate in the benefits of this legislation. Moneys appropriated 
by both the Federal Government and the States shall be used in the 
maintenance of public offices as a part of the federally controlled sys- 
tem of public employment offices, in cooperation and coordination 
with the State-controlled system of public employment offices. 

It was natural that the constitutionality ox this legislation should be 
questioned. The same constitutional question was raised against the 
act of November 23, 1921, called the Maternity Act. 

This question of constitutionality of the Maternity Act was pre- 
sented to the Supremo Court of the United States and although the 
cases were disposed of on the score that there was want of jurisdiction, 
nevertheless Mr. Justice Sutherland, delivering the opinion of the 
Court, deemed it important enough to express the following opinion 
as to the constitutionality of the Maternity Act of 1921 : 

What, then, is the nature of the right of the State here asserted and how 
is it affected by this statute? Reduced to its simple terms, it is alleged that the 
statute constitutes an attempt to legislate outside the powers granted to Congress 
by the Constitution and within the field of local powers exclusively reserved to the 
States. Nothing is added to the force or effect of this assertion by the further 
incidental allegations that the ulterior purpose of Congress thereby was to induce 
the States to yield a portion of their sovereign rights ; that the burden of the 
appropriations falls urequally upon the several States ; and that there is 
imposed upon the States an illegal and unconstitutional option either to yield 
to the Federal Government a part of their reserved rights or lose their share of 
the moneys appropriated. But what burden is imposed upon the States, 
unequally w otherwise? Certainly there is none, unless it be the burden of 
taxation, and that falls upon their inhabitants, who are within the taxing power 
of Congress as well as that of the States where they reside. Nor does the statute 
require the States to do or to yield anything. If Congress enacted it with the 
ulterior purpose of tempting them to yield, that purpose may be effectively 
frustrated by the simple expedient of not yielding. 

In the last analysis, the complaint of the plantiff State is brought to the naked 
contention that Congress has usurped the reserved powers of the several States 
by the mere enactment of the statute, though nothing has been done and nothing 
is to be done without their consent. 

The instant bill, setting up a national employment system, is in 
principle the same as the legislation embodied in the Maternity Act. 
Instead of reducing maternal and infant mortality and protecting the 
health of mothers and infants by setting up Federal agencies to func- 
tion in the various States in cooperation with State agencies, we have 
here a Federal agency set up to work in the various States in coopera- 
tion with the State employment agencies for the purpose of reducing 
unemployment and for the purpose of stabilizing labor conditions 
throughout the States. In both cases the States agencies make reports 
to the Federal bureau. In both cases the Federal agency passes upon 
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the efficiency with which the respective States expend not only their 
own funds but Federal funds as well, to reduce unemployment and 
stabilize labor conditions. In both cases no State is to receive moneys 
out of Federal appropriations unless and until it, of its own accord, 

matches the Federal appropriation by a State appropriation. 

Tn neither case is there ary coercion or invasion of the rights of the 
States. In either case, the States may take it or leave it. No State is 
asked to yield anything. There may, however, be an enticing md 
persuasive bait held out to the States ; out that does not involve duress, 
or force, or compulsion ; and any State feeling aggrieved can simply 
say “no.” It can avoid being tempted by simply refusing to join in 

the scheme and plan. . . . _ ____ 

There is, therefore, nothing unconstitutional about b. 3060. X ur- 
thermore, in 1917, the attention of Congress was forcibly called to 
the need of an adequate Federal employment system by the emergen- 
cies of the war then existing. As was pointed out by John B. An- 
drews, secretary of the American Association for Labor Legislation, 
at the hearings, at that time employers were stealing workers away 
from each other and it was quite essential that there be a public 
employment system, with local officers to carry it out efficiently. 
Congress appropriated $250,000 to the Department of Labor to im- 
prove the Federal Employment Service, and the President sirople- 
mented this appropriation with $2 million from the President’s 
emergency fund. The result was the creation of an Emergency Em- 
ployment Office under Federal direction, with something over 800 
employment offices scattered throughout the country. This Federal 
employment system proved invaluable to the country during the 
period of the war and subsequently during demobilization. 

The Department of Labor in April 1919 called a conference to 
which came delegates representing tne Governors of the various States 
and the Federal Employment Service. This conference urged the con- 
tinuation of the TJ.S. Employment Service as a permanent bureau in 
the Department of Labor, and drew up detailed recommendations for 
the establishment of such a permanent Federal employment bureau. 
The Kenyon-Nolan bills, introduced in Congress in 1919, embodied 
these recommendations. They were supported by a message to Con- 
gress from President Wilson, who, in his wisdom, urged the necessity 
of legislation to meet the unemployment problem by developing and 
maintaining the Federal employment agencies. 

President Hoover for some time past is on record as having ap- 
proved a Federal employment system. In 1920 President Wilson 
called a Second Industrial Conference. Mr. Hoover was Vice Chair- 
man of that Conference. The Conference recommended “the enact- 
ment of appropriate legislation by the Congress making provision for 
an employment clearinghouse under Federal control,’’ cooperating 
with State bureaus. In 1921 Mr. Hoover was Chairman of the Presi- 
dent’s Conference on Unemployment. That Conference recommended 
“an adequate permanent system of employment offices,” and declared 
that the existing Federal provision for same was inadequate. In 1923 
Mr. Hoover appointed a Committee on Business Cycles an 1 Unem- 
ployment. That committee recommended a “national system of em- 
ployment bureaus.” In 1924 Mr. Hoover appointed a Committee 
on Seasonal Operations in the Construction Industries. That com- 
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mittce called special attention to the report of the President s Con- 
ference on Unemployment relative to a permanent system of unemploy- 

m to note that more recently the Senate Committee on 

Education and fabor, after an exhaustive study, recommended ^that 
the Federal Government should provide an agency to coordinate State 
public employment bureaus and assist in the national f unctionmg of 
the unemployment exchanges. 

Pbo by American Federation op Labor 

In considering the bill S. 3060, to provide for the esteblishment of 
a national employment system and for cooperation with the States 
in the promotion of such system, and for other purposes, it is impor- 

^First^Whet^r the employment situation is a question of national 

^^Sd^Whether the employment situation, if found to be of na- 
tional importance, is such as to justify and warrant 
Congress to establish an agency having for its pu™*» tle brn^mg 
about of stabilized employment and to aid workers in obtaining 

en ¥Mrd^Whether or not such legislation is constitutional. 

That the employment situation is a matter oi Mtional mporta < 
is clear when we consider the situation now existing m Enrfand and 
the continental countries, the vast numbers of the unemployed m those 
countries, the lengths to which England has been 

endeavor to provide for the existing conditions, and the vast amoirnt of 
money she has been compelled to appropriate and expend in an en- 
deavor to ameliorate the circumstances of the unemployed. 

Jtmustbe admitted that the employment situation is one ^ 

whole, and ascertain in what particular part of the country he can find 

eI1 Trhe^nd?vidual States have not undertaken to collaborate with their 
sister States and with the Federal Governments such an extent .as 
to bring about the proper coordmation for obtaining the best results 
from a national aspect To accomplish this end there must to some 
center; that is, there must be some clearinghouse, and the best and 
only way to secure this is by Federal legislation establishing a Federal 
agency which shall cooperate with and aid the States in theendeavor 
to solve the all-important question of unemployment, so for as the 
individual States are willing to cooperate through their own 

le^slatures^rtance 0 f the question of employment is admitted in the 
brief of the National Association of Manufacturers filed in opposition 
to the Senate bill 3060. This brief states that the association and its 
members are “vitally interested in employment problems, and, in- 
dividually and in cooperation, are continually engaged m the study 
and exchange of information and experience for the purpose of secur- 
ing a better regularization of employment.” 
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The brief, therefore, concedes that the study of employment prob- 
lems and the exchange of information and experience upon these 
problems are of importance. Can there be a, more effective way of 
studying these problems and disseminating information and experi- 
ence upon the same than by the U.S. Employment Service provided 
for in Senate bill 3060 ? 

The above-mentioned brief of the National Manufacturers Associa- 
tion contends that the proposed act is unconstitutional. To support 
this contention the cases of Brazee v. Michigan (241 U.S. 340) ; Adams 
v. Tanner (244 U.S. 594) ; Ribnik v. McBride (277 U.S. 354) ; Forth- 
ingham v. Mellon , and Massachusetts v. Mellon (262 U.S. 447) ; Chi- 
cago v. Traribarger (238 U.S. 77) ; and Bailey v. Drexel Furniture Co. 
(259 U.S. 20) , are cited. 

In the case of Brazee v. Michigan , Brazee procurred a license to con- 
duct an employment agency in Detroit under Act 301, Public Acts of 
Michigan, 1913, and was thereafter convicted upon a charge of violat- 
ing its provisions by sending one seeking employment to an employer 
who had not applied for help. Brazee claimed the Michigan statute 
was invalid because it conflicted with both the State and Federal 
Constitutions. 

The Supreme Court of Michigan sustained the Michigan statute and 
the Supreme Court of the United States heldthat a State may renuire 
licenses for employment agencies and prescribe reasonable regulation 
in respect to them, to be enforced according to the legal discretion of a 
commissioner. The judgment of the lower court was affirmed and the 
constitutionality of the act with respect to the sections in question was 
upheld. The court did state that theprovisions of the act in respect of 
fees were “plainly mischievous.” The act in question in no way at- 
tempts to regulate private employment agencies nor to prescribe fees 
that the agency may charge. _ 

This case is in fact an authority to the effort that Congress Las the 
power to legislate on the question. 

Another case cited in the brief of the association is Ribnik v. Mc- 
Bride (277 U.S. 354) . The State of New Jersey passed an act to regu- 
late employment agencies, which act required a license and also re- 
quired mat the applicant file with the commissioner of labor a sched- 
ule of fees. A schedule of proposed fees was filed and the commis- 
sioner refused to grant a license upon the sole ground, that the fees 
set out in the schedule were excessive. The question of the constitu- 
tionality of the act was involved. The Supreme Court of the United 
States, reversing -the Court of Errors and Appeals of New Jersey, 
held that the provision regulating fees of private employment agen- 
cies was unconstitutional, ruling that the business of an employment 
agency is not affected with a public interest so as to enable the State to 
fix the charges to be made for the service rendered. 

Mr. Justice Sanford concurred with the majority on the ground 
that he could not distinguish an earlier decision (273 U.S. 418) ; and 
Mr. Justice Stone delivered a vigorous dissenting opinion in which 
Mr. J ustice Holmes and Mr. J ustice Brandeis joined. 

The present bill contains no similar provision, and there is not a 
word in the decision of the Supreme Court which would in any way in- 
dicate that Congress did not have the power to establish a Federal em- 
ployment agency. 
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Adams v. Tanner (244 TJ.S. 594), is also cited in the brief of the as- 
sociation as an authority in support of its contention that the proposed 
act is unconstitutional. Appellants conducted in Spokane well-estab- 
lished employment agencies for securing employment for patrons who 
paid fees therefor. An act by the State of Washington was passed 
prohibiting charging employees fees for such service. Appellants 
filed a bill in equity in the U.S. district court to restrain the enforce- 
ment of the act alleging it to be unconstitutional. The Supreme 
Court, on appeal, held the act violated the 14th amendment. The 
sole ground upon which the Court based its conclusion was that the 
State did not have the power to prohibit private employment agencies 

from charging an employee a fee. , 

This question is not involved in the proposed legislation, ana the 
case does not in any way suggest that such legislation as is now under 
consideration would be unconstitutional. , 

In the last mentioned case Mr. Justice Brandeis delivered a- very 
strong and illuminating dissenting opinion in which Mr. Justice 
Holmes and Mr. Justice Clarke concurred. Mr. J ustice McKenna also 

dissented. . ..... , . . 

Mr. Justice Brandeis reviewed, the evils of private employment bu- 
reaus, the necessity of aid in solving the employment question by the 
Federal Government and the Federal legislation having for ite pur- 
pose the solution of the larger problems of unemployment. He re- 
ferred to the Immigration Act of February 20, 1907 (34 Stat. 898), 
which created within the Bureau of Immigration and Naturalization 
a Division of Information charged with the duty of promoting a 
beneficial distribution of aliens.” The services rendered by this Di- 
vision included, among others, some commonly performed by employ- 
ment agencies; it undertook to place aliens in positions of employment 
but its operations were national in scope. He also referred to the act 
of March 4, 1913, creating the Department of Labor, which act re- 
sulted in the transfer of the Bureau of Immigration, including the 
Division of Information, to that Department (37 Stat. .736) . 

Mr. Justice Brandeis stated, page 607 : “By this transfer the scope 
of the Division’s work was enlarged to correspond with the broad 
powers of the Labor Department. These were declared by Congress to 
be ‘to foster, promote, and develop the welfare of the wage earners 
of the United States, to improve their working conditions and to ad- 
vance their opportunities for profitable employment. ” . 

The underlying principle of the sections of the above-mentioned arts 
is the same as the underlying principle of the proposed legislation, the 
only difference being that the proposed legislation affords a greater op- 
portunity for service by the Federal Government in cooperation with 

the States. . . ,, .. „ 

The question of the constitutionality of legislation along the lines 
of the pending bill was not involved in the case ; but the dissenting 
opinion of Mr. Justice Brandeis apparently anticipated further prog- 
ress in legislation of this type and clearly and emphatically shows 
that such legislation is constitutional. /nnn TTO 

Tn the case of Chicago <& A.R. Co. v. Tranbarger ( 238 U.S. 77) , 
cited in the brief of the association, the Supreme Court has under 
consideration a statute of Missouri requiring railroads to open drains 
across and through its right of way and road bed so as to form proper 
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drainage. The property owner sued f lie raiload company for dam- 
ages growing out of its failure to comply with this statute. The 
railroad defended upon the ground that the law was ex post facto 
and also a violation of the provisions of the 14th amendment. The 
Supreme Court of the United States affirmed the Supreme Court of 
Missouri, holding the act to be valid and constitutional, stating the 
answer to the claim that the law was ex post facto to be that the law 
is not retroactive but only becomes effective within 3 months after its 
passage. As to the constitutional question, the Supreme Court held 
the State had the right under its police power to enact such legislation. 

The question before the court in that case is totally different from 
any of the questions presented in the proposed legislation and cer- 
tainly is not an authority to support the unconstitutionality of the 
pending bill. 

Not a single case cited in the brief support its contention whereas 
several of the cases, as above pointed out, and especially the F orthing- 
ham case, infra, show that the proposed legislation is constitutional. 

Commonwealth of Massachusetts v. Mellon and Forthingham v. 
Mellon (262 U.S. 447), is also cited in the brief to support the con-* 
tention that the proposed act is unconstitutional. The Supreme Court 
in this case had under consideration the Maternity Act (42 Stat. 224) . 
The provisions of the Maternity Act, insofar as concerns the appropri- 
ation of money bv Congress to be allocated to the States upon the ac- 
ceptance of the benefits and compliance with the requirements by 
the States, are analogous with the provisions of the pending bill. It 
was contended, in that case, that the act was unconstitutional. The 
Supreme Court dismissed the appeal because of lack of jurisdiction 
ana not upon the merits of the case. There are certain statements of 
the Court which clearly indicate that the Court, however, was of the 
opinion that the act was constitutional and which also clearly answer 
some of the contentions made in the brief of the association as to the 
proposed legislation. The Court stated, page 480: 

Probably it would be sufficient to point out that the powers of the State are 
not 'invaded, since the statute imposes no obligation, but simply extends an 
option which the State !s free to accept or reject. 

No more complete and convincing answer can be made to the con- 
tentions of Senator Bingham and to the brief of the National Manu- 
facturers Association than the language of Mr. Justice Sutherland 
delivering the unanimous opinion of tne Supreme Court. (See Mi. 
Dyer’s article in this issue for quotation. ) 

The brief of the association also cites tbe case of Bailey v. Drexel 
Furniture Co. (259 U.S. 20), in which case the Supreme Court has 
under consideration the child labor tax law of February 24, 1919 
(40 Stat. 1057-1138), which imposed a tax of 10 percent of the net 
profits of the year upon an employer who knowingly employed any 
child within the age limits specified in the act. The Supreme Court 
held that the act was not a valid exercise by Congress of its power of 
taxation under article I, section 8, of the Constitution, but was an 
unconstitutional regulation by the use of the so-called tax as penalty 
for the employment of child labor in the States and that this was in 
violation of the 10th amendment to the Constitution. 

The act before the Court in that case and the proposed legislation 
(Senate bill 3060) are totally different; and the decision of the Court 
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in that case does not suggest in any way whatsoever that legislation, 
as provided for in the proposed act, would be invalid. In that 
case the validity of the act was defended upon the ground that it was 
a mere excise tax levied by Congress under its power of taxation. 
The Court held that it was not a taxing act but was in effect a Pro- 
hibition against employing children below a certain age and the 
imposition of a penalty for violation of said prohibition. . 

Finally it is confidently submitted that the pending bill is not only 
constitutional, but that its enactment is a political and sociological 
necessity. 

Pro by Frances Perkins 



I am one of those unfortunate public officials who were obliged, to 
face distressed men and women out of work with some explanation 
of why it was they could not get work, and what the Government was 
contemplating for their relief Under those circumstances I have not 
found they derive much comfort out of the theory of the rights of 
sovereign States, nor the intricacies of the economic doctrine or laissez 
faire. Many of us in the State of New York have held out the hope 
that the Federal Government and the State government would find 
some of the gross solutions for the problems facing them as 

individuals. . ..... . 

There are a number of economic forces which are contributing to tne 
cause of present unemployment; and a number of problems which 
make it difficult to find adequate means for the prevention or the relief 



of unemployment. . ‘ 

The three bills which Senator Wagner has introduced into the 
Senate, taken together seem to me to be a minimum program, the 
foundation so to speak, for a suitable program of Government assist- 
ance toward the solution of the problem of prevention and relief of 

unemployment. . ■ . ' , , 

There are many suggestions which can be made or have been made 
by economists and expert managers of industry for the prevention of 
unemployment in certain, particular industries, but not on a nation- 
wide basis. In the treatment of the total problem we need the coopera- 
tion of the Government and industrial leadership to make any ade- 
quate progress. We have today, as has been said often, the combina- 
tion 01 three types of nonemployment. We have first the technological 
unemployment, which is caused by the displacement of men through 
the introduction of machinery. . 

Then we have the seasonal unemployment^ which has become heavy, 
with the high peak of unemployment in an industry at one time, and 
a period or low depression at another. It is constant fluctuation in 
employment — we should say the “habitual unemployment” in a given 
community, rather than the “normal” unemployment that can be 
corrected. 

This unemployment due to fluctuations can be taken care of largely 
by the individual trades and industries themselves; and there is now 
a determined demand, or a determined effort on the part of the more 
scientifically managed industries of the United States to do what they 
call “ironing out the curves” in the production line, and to get the 
industry on an even keel. 
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The industrialist himself will probably manage to iron out the 
season curves in production and get rid of seasonal unemployment in 
industries by diversifying production and by securing advance orders 
and paying bonuses on advance orders. 

These things will go a long way to getting rid of these seasonal 



w G » — — , 

unemployment periods : and in that way the Government can give a 
' ' of help to these people by information collected in a na- 



great deal 

tional way. . , . 

As to the problem of technological unemployment the industries 
can do much toward mitigating technological unemployment by tim- 
ing the introduction of new devices and machinery which save labor, 
with the object of seeing that they are introduced at the time when 
they are expanding. 

Many employers are aware of that fact and they have introduced 
their labor-saving machinery and devices in such a way as to take up 
the natural falling off in the number of employees, who leave their 

eD ]jitSS attempt the Government should assist industry by supplying 
industry with information; with work that can be brought into play 
at the proper times to take up . the slack in employment, the slack in 
technological employment. And, with the assistance which, may. come 
to an industry, where the worker is displaced through, unemployment 
in that particular industry, of finding other and suitable forms of 
work* 

On the problem of cyclical unemployment, no one has dared to 
say that we will find a preventive of these returning times of business, 
and therefore of industrial depression. They are frequently due to 
world economic conditions, and are not within the control of the local 
Government, or a set of industrialists. Nevertheless, by taking 
thought of the situation, and by cooperation between the Government 
and the industrialists, it would seem we could shorten the length of 
that period of depression, and decrease the depth of that depression, 
so that we need not go so deep into it without some artificial stimula- 
tion, nor so long endured. . _ . 

This now brings us to the point of considering what value these 
three bills introduced by Senator Wagner have for carrying out the 
Government’s part of the.program. . ■ 

Xh the first place we have the bill for collecting statistical informa- 
tion. That is invaluable, as it gives everyone studying the problem 
the necessary knowledge upon which to proceed. There appears to 

be no competent objection to that particular bill. , 

The bill for creating an appropriate reserve for public works is 
vital. At the exact moment when private industrial employment 
begins to falter, whether due to the recession of technological unem- 
ployment or other cause, the public works program can be put into 
play just as soon as the collectors of the statistics begin to see there 
is a falling off of industry in this or in that locality. They can be 
introduced, a little at a time, the construction on these public works, 
to take up the unemployed persons thrown out of employment by 
these periods of seasonal or technological unemployment. And when 
there is a cyclical depression Of the world they can shorten the depth 
of that period of depression as well as the duration of it through this 
channel of aid. 
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Let us consider the 3 million men (this estimate is based on trade 
union figures, and does not give a complete picture; I think it is 
nearer 5 million) that are out of employment. But, if out of o mil- 
lion men, say we can put 1 million of them to work on public works 
for say 15 days, 8 hours a day, and at the regular rate of wages, 5 days 
a week. Right away you bring into play a “spenders brigade --this 
spenders brigade of 1 million people would demand products, and in a 
moment, you would have a demand for 1 million pairs of shoes, and 
probably 5 million pairs of socks, and 3 million shirts, and a million 
suits of clothes, to say nothing of the clothing and bedding and other 

things which their families would require. . _ 

And can you imagine what would happen to the clothing industry 
when orders for a million suits were thrown to them, or the knitting 
industry when orders for 5 million pairs of socks came to them, and 
so on down the line of the things that would be consumed by tins 
sp end ers brigade? Incidently the mills would begin to work when 
these people started out to buy stockings and. they will take their time 
to buy other necessities for tnemselves, and it is easy to see that in a 
short time the depression is over. . • 

After all, the whole thing is a circle and starting motion at one 
point, it is transmitted to the adjacent points, and then the whole circle 

gets into motion. „ ' _ , _ 

Now through the activities of the Public Employment Bureau, you 
would get the knowledge of where the opportunities for employment 
exist. It is the duty of those in the public service to analyze the indus- 
trial situation at all times of any co mmun ity, so as to know exactly 
the state industries are in ; and it a new machine throws glassblowers 
out of work, he will know other economical trades which are requir- 
ing workmen similarly skilled and intelligent where there is an ex- 
pansion program going on at the same time. . 

I think there should be a beginning, trade beginning, so that men 
and boys will have more than one line of industry in which they are 
skilled, so they can pass from one job to another. More and more the 
employers are recognizing that they must give their men two skills 
and keep them up. The Government will be aware of and alert too 
to the opportunities which may come to the man who had been a nrst- 
class mechanic and who was laid off because the trade went into abey- 
ance. A man who is a good mechanic in one trade can be put into 
other trades where at any given time there is expansion going on; and 
with the wage-earner market so enlarged there will be developed the 
various services and the luxury trades to give employment to these 

^fto the work of the Public Employment Service, we have today 
a public employment service with Federal control; and I, who admin- 
ister one of these offices in the State of New York, under Federal 
control, have never felt there was the least, bit of interference with 
State rights on the part of the Federal Director. There has been 
harmony and unanimity and cooperation. 

I was appointed industrial commissioner by the Governor of the 
State of New York, and not by the civil service. Mr. Francis I. Jones 
(Director General, U.S. Employment Service) appointed me when 
I became director. He appointed me Federal director for the State 
of New York. That is what he does in every State, appoints the local 
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officer as the Federal director. All of the subordinate positions are 
in the civil service, except the head of the department. Most of the 
subordinates are paid by the State of New York; two or three are 
paid by the Federal Government. These are under the New York 
State civil service law, and they take their examination and are recog- 
nized and given the designation by the Federal director of special 
agent or superintendent or assistant superintendent ; and in that way 
they have the franking privilege which we get through the Federal 
director. They are employed by and paid by the Federal director, but 
they dovetail their work in with the other people of the department. 
That is a device by which we get a certain amount of Federal aid for 
the Federal employment system. This system has been of invaluable 
aid to the people of the State. We have 11 offices in the State and 
we hare bmilt up a cooperative system with the help of the municipal 
and private employment offices of a charitable nature, which were 
no-fee-taking offices. 

During the crises we have transferred some of the people in the 
Department of Labor to these offices temporarily, and this is to show 
what can be done bv cooperation between the State and the city and 
the private enterprises. 

We have been able to stepup the rate of placement. Our average 
placement was 3,000 per month until the 1st of February, when it 
began to go up. In the month of May we placed 10,000, and all by 
setting up a clearinghouse and collaborating on the jobs daily. Every 
afternoon by 3 o’clock, through telephone communication and by 
mail, we clear up all our orders for jobs over the State. 

So if there are novelty workers, who make pocketbooks and things 
of that kind, needed in the city of Rochester, and there are none at 
hand there, we can send them from Albany, Syracuse, and New York 
City, or other parts of the State, to Rochester to fill those places. 
This has brought inestimable help to the men who wanted to go to a 
job. 

Moreover these bureaus, after getting men for positions for which 
they have been trained, will take a man who was a bricklayer and who 
they discover has learned at some time of his life a section of the 

P rinter’s trade, or some other skilled trade, and by a development of 
is knowledge and experience in that line fit him for a trade in which 
there is not a lack of employment, or where he can fill in his seasonal 
slacks. In other words, the development of these bureaus offers an 
invaluable service to industry and industrial workers, without regard 
to State lines or boundaries. For it is more and more true that indus- 
try does not regard State lines. 

We have industrial plants in the State of New York that have other 

S lants or branch plants in New Jersey or Pennsylvania, and their 
eadmen are always going back and forth, thus passing from one State 
to the other. Why should not the citizens of Boston work in the city 
of Philadelphia when work is slack in Boston and plentiful in Phila- 
delphia, in their own trade? And why should they not know of the 
fact that there is work in their line in plenty in a nearby city ? 

That is what this exchange is for. It will not make jobs where 
there are no jobs; but coupled up with the other programs and the 
programs for the stabilization of employment which are being pro- 
moted by intelligent employers ; it seems a very valuable aid to solve 
one of the problems of unemployment. 
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Con by Senator Bingham 

Federal legislation to aid in meeting employment problems is rep- 
resented in three bills proposed by Senator Wagner, With respect to 
one of these bills there is room for great difference of opinion as to the 
wisdom of its principle and policy. 

The first measure proposes a systematic regularization of the con- 
struction and repair of the public works of the United States as a 
means of making Federal contributions to the stabilization of employ- 
ment. The second measure is intended to provide a national system 
of employment bureaus. The third authorizes the Bureau of Labor 
Statistics to collect, compile, and distribute information respecting the 
state of employment. 

With respect tc< two of these measures, the first and third, proposing 
a more systematic organization of Federal construction words and the 
collection of employment information, there was susbtantial agree- 
ment in the Senate. The measures passed without opposition. But 
the second measure, S. 3060, conceals under the plausible appearance 
of establishing cooperation between State and National employment 
agencies a series of proposals which challenge the very form of our 
government, and, in my opinion, it will excite antagonism and friction 
instead of that cooperation it is essential to secure. 

After a careful study of the proposal I came to the conclusion that 
as a remedy it is far worse than the disease it attempts to cure. It 
seems to me seriously objectionable: First, because it seeks to seduce 
or bribe the individual States to surrender a vital power of self-gov- 
ernment and to accept Federal supervision and control in exchange for 
a Federal appropriation. Second, not satisfied with undertaking to 
persuade the States to part with these vital rights in return for Federal 
aid, it proceeds to coerce the State into the acceptance of that assist- 
ance, and of dominant Federal control, by threatening the establish- 
ment and maintenance of competing Federal agencies unless the State 
accepts the Federal plan. Third, the policy of the bill is in direct 
contradiction with the recommendations of President Harding’s con- 
ference on unemployment of 1921, of which President Hoover, then 
Secretary of Commerce, was Chaiiman. Fourth, since the bill, in 
contradiction with the recommendations of the representative Confer- 
ence on Unemployment, undertakes to compel rather than persuade 
the cooperation of the States, it is likely to excite opposition and fric- 
tion rather than local good will and cooperation. In a word, it pro- 
poses toadopt a remedy once rejected as impracticable and offense to 
the traditions and practice of local self-government. 

Let me ask you to consider specifically what this bill proposes to 
do : It would establish a national system of employment offices under 
the control of a new bureau in the Department of Labor to be known 
as the U.S. Employment Service. Its executive head is to be a Di- 
rector General or Employment appointed by the President. The func- 
tion of this bureau is to furnish information as to opportunities for 
employment and set up a system of clearing labor between the States 
by establishing uniform standards, policies, and procedure in its em- 
ployment agencies, and aiding in tne transportation of workers to 
places of employment. So far the measure proposes nothing incom- 
patible with voluntary cooperation between the State and Federal 
. Government. 
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because the legislature of a sovereign State, which alone has the right 
to determine its public policy, does not wish to accept the terms of the 
bill, a Federal officer is directed to enter upon a treaty with the 
executive instead of the legislative branch of the State government to 
get the Governor to do what the legislature refuses to do, thus ignoring 
and contravening the will of the people. 

Proposals involving appropriations for Federal aid in this and other 
forms approach perilously near to that state of affairs against which 
our forebears revolted. The money for Federal aid is raised by taxes 
in which everyone has a part, directly or indirectly. The citizens of 
no State escape from this. And even if a State declines to accept its 
share of Federal aid under the conditions imposed upon it by the law 
authorizing such aid, it is nevertheless obliged to pay its share of the 
tax made necessary by the law. A paternalistic Federal Government, 
in effect, says to the States: “This is a good project. You must pay 
for it whether you believe in it or not.” This bill which we are con- 
sidering goes even further, as already pointed out, and serves notice on 
the States that they will be compelled to participate in the proposed 
plan, even though it may be against their will. 

Granted that under certain conditions the operation of the plan 
might be of some present benefit, is it best in the long run that these 
ends be secured through the Federal Government, or through the State 
government? Is it best to have more centralization in Washington, 
more bureaus, more money wrung from the taxpayers for the bureaus 
to spend, more power for the bureaucrats ? Is it wise that for the sake 
of desirable ends we take away the responsibility of the States to look 
after their own citizens ? My answer is “No.” 

Now, let us look at another argument. It is asserted by proponents 
of this measure that it conforms to the recommendations of President 
Harding’s Conference on Unemployment, in 1921, and those of the 
Committee on Business Cycles and Unemployment, in 1923, and 
President Hoover’s declarations in his address to the U.S. Chamber of 
Commerce. 

In his address over the radio on May 24, Senator Wagner declared, 
respecting President Harding’s Unemployment Conference of 1921: 

It finished its sessions by recommending the principles embodied in my three 
unemployment bills. Mr. Hoover was Chairman of tbat Conference. 

Now, the Conference of 1921, composed of over a hundred repre- 
sentative persons drawn from every walk of life, representative econ- 
omists, educators, and manufacturers, and representative trade-union- 
ists, adopted unanimously a recommendation for a permanent employ- 
ment system. It declared that “in any permanent system the state 
should be the operating unit of such employment offices and the exten- 
sion of such offices should be encouraged. The Federal Government it- 
self should not operate local offices or do placement work.” 

Thus, you perceive ? the 1921 Conference unanimously condemned 
the very thing this bill directs the Federal Government to do. The 
Conference also made constructive suggestions for collecting statistical 
inf ormationand securing, through persuasion, but not by compulsion, 
the cooperation of State and Federal employment agencies. President 
Hoover, recently referred to the recommendations of this Conference, 
summarized its conclusions, and, after expressing his intention of or- 
ganizing a body representative of “business, economics, labor, and agri- 
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culture” for further inquiry and action, emphasized the necessity of 
meeting this problem “by vouuntary cooperation through the l^reat 
a ss ociations representative of business, industry, labor, and agricul- 
ture, both nationally and locally.” _ . , 

Two years after President Harding’s Conference on Unemployment, 
a committee of which Gwen D. Young was chairman and which in- 
cluded Matthew Woll, vice president of the American Federation of 
Labor, mado an extensive examination of business cycles and unem- 
ployment. Referring back to the reco mm e n dations of the President s 
Conference on employment bureaus, this committee concurred in the 
previous reco mm endation. It must therefore be evident that, far from 
receiving support from these official sources, the policy of this bill in 
having the Federal Government operate local offices is severely con- 
demned by these authoritative and representative expressions. 

However, there is a far deeper signifiance attached to such en- 
croachments upon the rights and prerogatives of the States as this 
and other Federal-aid propositions involve than the question of feasi- 
bility, and the problem of how to relieve unsatisfactory labor condi- 
tions. That significance resides in the fact that in this country we 
are drifting more and more away from the views of our fathers, more 
and more away from that doctrine of the rights of the sovereign States 
on which the Constitution was founded, more and more away from the 
cost of liberty, and toward the enervating benefits of a benevolent 

de ^e 1 10th amendment to the Constitution specifically provides that 
“The powers not delegated to the United States by the Constitution 
nor prohibited by it to the States are reserved to the States respec- 
tively or to the people.” Yet we are continually tresspassing upon 
these rights of the States and are centralizing in agencies of the Na- 
tional Government the authority that belong to the States. It is not 
the business of Washington to look out for the general welfare of the 
people but for the general welfare of the States. It is the business 
of the States to look out for the general welfare of the pepole. The 
kind of thing which may be called the general welfare in one State is 
not called that in another State. Many things are best decided by 
communities; best, because they cause the most happiness and the 
greatest development of character. Centralization inevitably leads to 
despotism and loss of personal liberty. Bureaucracy undoubtedly 
spells loss of personal responsibility, loss of character. It is in local 
self-government that we have the best school of citizenship, the best 
gymnasium for the development of the body politic. We ought to 
have stronger States, not weaker. The lines between the States 

should be zealously guarded, not effaced. .... . 

If the proponents of the principle of centralization of authority at 
Washington, of which the bill we are discussing is a striking example, 
succeed in their efforts to have the Federal Government assume the 
responsibility for better social welfare, they will eventually succeed 
in killing off the very spirit of self-reliant citizenry which has made 

America possible. . . . . , . 

Dwelling upon the evils of bureaucratic government in his Wil- 
liamsburg address in the spring of 1926, President Coolidge said: 

No method of procedure has ever been devised by which liberty could be 

divorced from local self-government. No plan of h JL 8 HfJrJ 

adopted which did not result in bureaucracy, tyranny, inflexibility, reaction, and 
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decline. Of all f onus of government, those administered by bureans are about 
the least satisfactory to an enlightened and progressive people. Being irresponsi- 
ble they become autocratic, and being autocratic they resist all development. 
Unless bureaucracy is constantly resisted it breaks down representative Govern- 
ment and overwhelms democracy. 

The measure under consideration is condemned by reason and au- 
thority. Nor can one doubt that the attempt to enforce it would lead 
to conflict with established State agencies. Let us provide for the 
collection of information. Let the Federal Government, as the execu- 
tive branch is already doing, organize its own vasfoprojects in rela- 
tion to its own public works, so that they may assist in taking up the 
slack in employment whenever necessary. Let the Government, pur- 
suing, the recommendations of the 1921 Conference, seek and obtain 
the cooperation of the States, r s it can so readily do. The President 
himself has pointed the way through the great business conference 
which he called into being and which voluntarily organized the em- 
ploying forces of the Nation to meet in terms of their respective in- 
dustries and in the light of their expreience the immediate situation 
which confronts us. Such a plan makes the individual, the com- 
munity, the industry, meet its own high responsibilities, instead of 
crying out : “Let Washington do it.” It develops individual and local 
responsibility. But let us not approve of the proposed bill, which 
corrupts and destroys community and individual initiative and social 
obligation. 

Con by Representative Tucker 

This bill is claimed through its proponents to be a bill to relieve 
unemployment in the United States, presumably in the industrial 
world. That such unemployment exists cannot be doubted, and it is 
stated by competent authorities that the number of unemployed js an- 
nounced at the startling figure of 4 million. Such a condition is ap- 
palling and commands, as it should do, the serious attention of every 
man engaged in the public service. What these men need and are cry- 
ing for is a job, an opportunity to work; but an examination of this 
bill and every section of it will show to the searcher that there is not 
a job in it. The unemployed are “asking for bread and we are giving 
them a stone.” What they want is an opportunity to work and live. 

This bill is open to all sorts of objections. In the first place it lays 
Cut the skeleton of another enormous bureau to be established bv the 
Government in conjunction with the States to do a work which belongs 
either to the Federal Government or to the States, but not to both, and 
if it belongs to the States this bill, by its sections, seek to take that 
right and power from the States and put it in control of the Federal 
Government. It is said that nearly all of the States have employment 
agencies connected with their labor departments, which is doubtless 
of service to the people of the several States. They are organized by 
the legislature of each State, under directions or rules either prescribed 
by the legislature or by the chief of the labor bureaus. Those rules 
and directions are made to suit the conditions of the people of each 
State. This bill seeks to lay down a method of working out this prob- 
lem under rules and directions prescribed in this bill and to be further 
prescribed by the Director General to which ail the States that come 
m to participate in it must conform, so that the different sections of the 
United States, the different labor conditions, are to be denied the 
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privilege of working oui their own propositions according to the needs 
and limitations of their conditions ana to accept the conditions of this 
bill, which may be suitable to one condition in the United States and 
to all others injurious and baneful. 

Sketch in your mind for a moment the different conditions in differ- 
ent sections of the United States as to labor. New England with its 
highly skilled labor, many of, whom are foreigners, many of them 
French-Canadian, and the great body of foreign laborers in the States 
of New York, Pennsylvania, and New Jersey; the Negro laborer of the 
South with his peculiarities and interesting characteristics ; the Mex- 
ican laborer along the borders of Texas and the South the Japanese 
and and Chinese laborers of the Pacific coast; and the vigorous, virile 
laborers of the great Northwest, many of original American stock; all 
of these different elements are provided for today under the States, 
and their laws on this subject are adapted to them and their charac- 
teristics ; and now we seek to do away with this and establish a national 
employment agency with its own rigid conditions which might suit 
some of these sections but would be very injurious to others. As a 
basic proposition, the bill seeks to destroy the right of the States to 
adopt their agencies to their own conditions and turn it over to one 
central agency at Washington ; organized^ it may turn out to be against 
those principles which have worked satisfactorily in every State in 
the Union. Such an organization provides not a job for a single man 
or woman, and cannot (in the nature of things, even should it be estab- 
lished), work out anything substantial before these unfortunate un- 
employed shall perish of hunger. 

One thing this bill does; it authorizes the appropriation of $16 mil- 
lion out of a depleted and exhausted Treasury, . with Secretary Mellon 
already crying “Hold! Enough!” with a Director General and an 
Assistant Director General and offices and books and expenditures that 
it is estimated will take a fourth of the amount annually. 

Secondly. The third section of this bill indicates very clearly that 
the unemployment to be relieved is not confined to those in industrial 
occupations but to all those engaged “in gainful occupations — men, 
women, and juniors.” The complaint has come to Congress from 
the unemployed in industrial occupations, and this bill seems to take 
in all other classes, so that the schoolteacher, the clerk, the chemist, the 
engineer, the lawyer, the doctor, the preacher, who are engaged in 
“gainful occupations” are to be put under a Federal employment 
agency to help them in case their professional lives are a failure. And 
to make this clear, under section 11(c) the bill declares “in carrying 
out the provisions of this act the Director General is authorized to 
provide for establishing employment offices for individual occupants”; 
and in section 11(a) a provision is made for the establishment of a 
Federal Advisory Council for the Federal employment agency. 

This is a wheel within a wheel ; the accumulation of offices, a bureau 
within a bureau. And not only that, but this same Director General, 
an officer of the U.S. Government, section 11(a), “shall also require 
the organization of similar State advisory councils composed of equal 
numbers of employers and employees.” Look at this last provision 
for a moment : Here is a State that has its own employment agency, 
organized according to the State law, and presumably on conditions 
that are suitable to that State, and here is a Director General of the 
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U S Employment Service, an officer of the United States, who is givoa. 
rti*e dow6t to require a State agency to put into tins system this ad- 
viauy Council wkich they hav/failSd to providepresumably because 
they do not want it. Will any lawyer say that such 
and constitutional? If such be the case, is the State employment 
agency a Federal or a State agency ? If the Federal officer can control 
it and direct its policy it is no longer a State agency. 

A gain under section 4, in order to receive the benefits of the appro 
pmtions under this bill, each State “shall, through its legislature, 
accept the provisions of this act and designate or authorize thecreation 
of a P State agency vested with all powers necessary to cooperate with 

the Sfjttg -rtns-dpo^ta 

of the State agency are not designated, by the Director General, b 
only this, that such agencies shall contain those powers which are 
cooperate with the U.S. Employment Service.” 

The Director General has the final say as to the character of the 
State agencies that have been organized, and unless he endorses it^ 
provisions no money can be received by the State. See what that 
means. Here is a State that makes an uppropnatmn for an empl« oy- 
ment agency: they make their plans according to the condition of 
things fn their State; they are suitable to those conditions, and an 
office? of the Federal Government says when those plans are pre- 
sented to him, “You must change this or that provision if you want 
“ any money from me,” and the head of the State agency r is m 
effect offered the amount of the Federal appropriation ^mmgtothe 
State if he will change the character of the State agency from what 
the legislature of the State made it to what the Director General, an 

officer of the United States, requires. . . , 

men the change in the State corporation is made as required by 
the Director General the appropriation which goes to the Director 
General from the Federal Government for that State is expended m 
accordance with a law of Congress, for when the State agent aecepte 
the conditions made by the Director General and charges i the pro- 
visions in the State agency from those which the legislature had put 
there is not the appropriation made by the State for that State agency 
spent not according to the law of the State, but according to the 
5Pw of the United States, made by the Director General? Can any 
lawyer hold that an appropriation by a State can validly be^xpended 
only at the dictation of an officer of the United States. 



^ Is it not a 

self-evident fact that appropriations by a State can only be used 
for the purposes for which the legislature intended them, and if the 
chanses suggested by the Director General are madej the money of 
thatltate ffnot spent according to the law of the legislature of that 
State, but under a law made by the Federal Government. It cannot 

^TheVrop^nts of this bill seek to justify the change in any of the 
rules and regulations or law governing the State agency on the ground 
that thev have accepted the bill with all of its provisions m it, and one 
of them is the right of the Director General to change such provisions. 
This is not sound because if a State legislature passes a law that af- 
fects the validity or destroys one of the essential powera of a State that 
law is not valid. A State is not allowed to commit suicide. 
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• j 1 - 11 °? ers n< ^ 0pe *° the ^employed. It is not even a gesture 

in that direction. There is not a job in it except those for the officers 

appointed under it to consume one-fourth of the $16 million authorized 
in it* 

Con by National Manufacturers Association 

Tins bill is invalid and unconstitutional. It represents an un- 
sound policy which will not produce the effect which has been sug- 
gested. ^ 

Let me say first of all that the great problem of regularizing employ- 
ment m the United States is receiving not merely the sporadic or tem- 
porary, but the continuous attention of the executives of manufactur- 
ing operations throughout the United States. Our committees are 
continually engaged in the study of these great problems, in the accu- 
mulation and exchange of information between their members. 

Something in which we all agree is the incidence of a depression 
upon our social life and the necessity for intelligent consideration of 
the remedies that will remove that condition. That is our common 
anxiety. It is our common obligation. It is our common necessity. 
And yet how does this bill undertake to remedy that condition * J 
. 1 want to lay down four propositions with regard to it. First, that it 
is an unauthorized use of the power of appropriation to control and 
.reguiate the mterna 1 police policy of the individual States with respect 
to the establishment and operation of public and, indirectly, of Drivate 
employment agencies. F 

Second, the bill confers upon the Federal bureau and an executive 
officer unprecedented authonty to control the use of appropriation in 
order to substantially establish and determine the policy of the States 
■with respect to the operation of their employment agencies and the 
placement and movement of labor through standards and regulations 
! prescribed by such F edeial official and bureau. 

TTnrd the policy proposed under the guise of cooperation asserts the 
nghtandmtention to coerce the individual States into the acceptance 
°I policies as to the operation of their employment agencies bv 

establishing such agencies within the States, whether or not they are 
desired. Furthermore, such agencies are authorized to be established 
and maintained in competition and conflict with existing State agen- 
cies whenever such States do not agree to accept and operate under 
the prescribed Federal policy. . 

And fourth, the policy of this bill is in plain contradiction with the 
unanimous recommendation of the President’s Conference on Emnlov- 
ment, September 26 to October 13, 1921, the Committee on Business 
Cycles and Employment, the Committee on Business Cycles and Em- 
ployment being a subcommittee of said Conference, and the recommen- 
dation of the Senate Committee on Education and Labor Investigating 
the Causes and Remedies for Unemployment, Report No 2072 70th 
Congress, 2d session, February 25, 1929. * 

It this were merely a proposal to provide for the appropriation 
and support of a Federal employment system which undertook to 
secure the cooperation of employment agencies operating within the 
State, public m their nature, to coordinate these in order to secure 
more accurate, more timely, and more relevant information with resneot 
to the State of employment in the United States, we should support 
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and not criticize the existing proposal. But that is not its purpose* 
is not to be the effect of its operation. It goes far beyond that. Indeed, 
I do not hesitate to say that it goes further than any legislative pro- 
posal that has received the serious attention of Congress in seducing 
and ultimately undertaking to coerce the States into an adoption or 
a Federal policy and the acceptance of the control and authority of a 
Federal official in the regulation of a matter of purely internal police. 

The regulation of employment agencies, whether public or private, 
is a matter for the internal police of the separate States. I think 
nobody will question that fact, that the regulation of employment agen- 
cies within the States is not to be found as a Federal function under 
any authority of the existing constitution. 

Now, when Senator Wagner was discussing the constitutionality of 
the flexible tariff in the Senate, and he has put this matter so well 
that I could not improve it, he said : 

The Supreme Court is not the only guardian of the Constitution. Each one 
of us is under a coequal duty with the members of the bench to defend and main- 
tain the Constitution and vote only in favor of legislation that conforms with 
the requirements of that instrument. There are innumerable* situations where 
Congress in the last resort is the determinant of constitutionality and where 
from its decisions there is no appeal to any court. The standard of constitution- 
ality which each one of us must apply is somewhat different from the standard 
which the Supreme Court employs in passing on legislation. When the consti- 
tutionality of a bill is contested in the courts, every doubt is resolved in favor 
of its constitutionality ; every fact which is assumed by Congress to be a fact is 
not disputed by the court unless the assumption flies violently in the face of rear 
son, and when we in this body pass upon a bill we can not give ourselves the benefit 
of these doubts. We ought not knowingly to write into a bill assumptions of 
fact which we know are not true. We ought not to take advantage of the Supreme 
Court’s procedure by framing legislation which in form only is constitutional but 
which in substance is in deadly conflict with the requirements of our organic 
law. '• 

And apropos of what has been said with respect to appropriations 
made bv Congress in the past in aid of matters wholly within the 
States, but which I will show are easily distinguishable from the pro- 
posals of this bill, the distinguished Senator said the time was ripe to 
reject the question and inquired: “Have we not gone far enough, 
indeed too far, in the direction of centralization ?”. 

This bill authorizes an appropriation of $4 million per annum for 
4 years, a total of $16 million. Seventy-five percent of this appropria- 
tion, or $3 million per year, is to be apportioned among the several 
States in the proportion which their population bears to that of the 
United States, That sum is to be employed in the establishment of 
public employment offices in the States in accordance with the follow- 
ing plan: Wherever the State, through its legislature, authorizes an 
existing employment agency or establishes one to cooperate with the 
Federal agency, the Director General apportions up -to. his allotment 
an amount equal to that appropriated by the State for the support of 
such State agency, not to exceed, of course, 5 percent of the 50 percent 
of the amount necessary to operate the agency. But— and this is the 
vital and controlling feature — each State must submit to and receive 
the approval of the director general of employment for its plan of 
operation before the State may receive Federal aid; and while receiv- 
ing, it, the State agency must continually report operations in such 
form as the Director General prescribes. He alone determines whether 
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the State offices are, to quote the bffl, “conducted in ac cord^ce mth 
the rules and regulations and the standards of effimencypr^nMby 
the Director General.” So at this point it is proposed that the Federal 
appropriation shall be given to the State for the o^ration ofitelocal 
exchanges on a 50-50 basis, or for the establishment of ne w exchang^ 
where none existed before, in return for which the State apws, 
through its legislature, that it wiU operate the 

cordance with the rules and regulations winch the Director genera, 
prescribes. Whenever such agencies do. not conform to the Federal 
Birector’s regulations, or when, in the opinion of the !>)TectarGe nerah 
the State agency does not properly expend itself either, the Federal aid 
or the moneys appropriated put of its own State treasury, e ^ y 
revoke the certificate and withdraw the aid, subject to an appeal to 

th m^^f°Mntroi r docs not stop, however, withfinaneial pereua- 

sion R noes much further. There is a balance of $1 million per year 
within the propose ^ PP P , «'c retain of tmblic emplov- 




SiK S bffic^; and to e^blish and^mtem^ 

offices in States which already possess a system of public 

offices but which have not, through their legislatures, accepted Federal 

a1 ^ such a, 6 ron^ion^e^binnow provides that the Director General 
may treat with the Governor of the State, pending ^ ^eement to 
secure the establishment of a Federal bureau in that State, ms is 
where the legislature had not acted, but pending agreement with the 
Governor— bescause the Governor may not agree to accept tlm condi- 
tion. It is a somewhat startling proposition to turn from the legisla- 
ture, which alone is charged with the declaration of the internal policy 
of the State with respect to the regulation of employment agencies. 

I am not going to take the time to present a great series of incon- 
testable cases that run to the effect that this comes under the Deration 
of the 10th amendment, among the powers prohibited t<^he Federal 
Government and reserved to the States and the people. We have had 
numerous cases of that kind, and one’s the case of Chicago 
Verger (238 U.S. 77). I quote that case > for onty : “ 
the States desired to exchange their authority with the FederalGov- 
erament, the Federal Government has no right whatever totakeit,and 
the State has no right whatever to give it. For, saidthe Supreme 
Court of the United States m that case, this power* —that is, the 
police power — “can neither be abrogated nor bargained away. It is 

“fC^tZy'S STSStita Jofc* power of the Stomay.be 
exchanged for Federal appropriations, as radicated in the Maternity 
Act, but I wish to direct attention to the fact that upon the express 
recommendation of the President of the United States the policy 
expressed in the Maternity Act was properly abandoned by Congress, 
therefore it constitutes no precedent for the continuation of this jwncy. 

The next objection is that the policy of this bill ism plam contradic- 
tion with the unanimous recommendations of the President s Confer- 
ence on Unemployment, the Committee on Business Cycles and Unem- 
ployment, bring a subcommittee of the Conference, and the recom- 
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mendations of the Senate Committee on Education and Labor Investi- 
gating the Causes and Remedies for Unemployment and this goes to 
the very heart of the practical question that is here presented — first, 
the sources of employment are private, and only to a very small extent 

K 1 Tic. The National Government itself is a large employer, and it 
mes the stimulator of employment, and undertakes to make a con- 
tribution to the regularization of employment in periods of depres- 
sion by timing Government construction to synchronize with that con- 
dition. To the extent that that may be actually brought about it is 

an excellent policy. ______ 

But the problem of employment is local largely and the remedy 
ought to be administered close to the disease. Referring to the some- 
what complex problem of how to keep a number of longshoremen 
at work, note what Seattle did. Seattle solved a local problem in local 
terms. Every greater problem of employment is largely local. 

It does not answer the question to say that you are going to provide 
for the circulation of labor. Are they going to provide railroad trans- 
portation to move workers from place to place? That might result 
•in very serious consequences to particular States. But more than 
that, we can only move them to a job after the job had been found. 
Employment agencies cannot make jobs; they can only undertake to 
connect men with the jobs, and so far as any coordination and cooper- 
ation between the National Government and the States is concerned, 
there must be voluntary action, not coercion, # not compulsion. The 
Federal Gove rnment should never under any circumstances enter into 
the work of local placement. 

I want to show the serious defects in the plan that is presented from 
the standpoint of our traditional system of government ; that it under- 
takes to set up, not a voluntary but a coercive method of forcing the 
States into the adoption of a Federal policy. _ . 

Apart from this question of law, apart from the serious objections 
to th i s tremendous endeavor to carry the Federal Government further 
into this policy I suggest that that is not the best method of approach- 
ing this subject; that if this subject is to receive the support of all the 
great sources of private employment in the United States, it must 
be presented to them with all the local agencies cooperating under 
local government and local policy and State authority, in order to en- 
list that assistance and cooperation. No one remotely in Washing- 
ton is capable of directing and regulating internal and local affairs of 
States with respect to a problem as delicate and as far reaching as this 
and you have only to touch the outskirts of it to realize how many 
•complicated questions are presented. 

Voluntary local action coordinated and cooperating under the 
leadership of the Federal Government of the United States, as it has 
been doing, can make a great contribution to the solution of this 
problem, but the ultimate unit of responsibility is local, and the ulti- 
mate unit for the responsibility of an our social problems should be 
kept local. The more you ask citizens to look to Congress and to 
Washington to settle their own local difficulties, the less responsible 
you make them and the more difficult become the great social problems 
that require individual initiative, intelligence, and individual respon- 
sibility for their guidance. 
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Con by Kenneth Coolbatjgh 

Since the fall of 1927 unemployment and a shortage of skilled 
manpower in the metal trade have been curtailing our buying power 
and our production. ’ . ! 

A large percentage of the idle would be working if they knew of 
jobs now available elsewhere and could get to them. Much of the 
shortage would be absorbed if business needing labor knew where 

to look for it. , 

"Very well, bring buyer and seller together through a system of 
employment exchanges. That’s simple,” says the layman. 

Because that is being done with tolerable success on a small scale, 
thousands believe it can be done just as successfully on a national scale, 
through a clearinghouse at Washington. .. . 

This program interests business for two reasons. It entails .in- 
creased expenditures of public funds and erects machinery that might 
be used for purposes even more costly to the taxpayer. Once a govern- 
ment underwrites the policy of registering with actuarial exactitude its 
unemployed, those so registered will in the end look to that government 
either to show them jobs or an alternative— unemployment doles. 

What then of the need for an increase in the number of public em- 
ployment offices and for a central exchange at Washington? With 
what success do public employment offices now existing find jobs for 
men and men for jobs? What are their inherent limitations, that, 
shifted to a larger stage, would be even more patent and conclusive? 

There are today 209 public employment offices in this country. The 
majority postdate the war. Each year sees more of them, all under- 
written* by public funds— Federal, State, or municipal. Each year, 
too, sees more men and women placed by them into gainful employ- 
ment and a broader patronage of them by commerce and industry. 

Very well, why not double, triple their number ? 

Because we cannot appreciablv change the employment conditions 
of any community or that of the Nation merely by increasing the num- 
ber of employment offices. # ■ * 

Only a change in the number or character of industries from which 
jobs spring can materially change an employment situation. Again, 
no matter how able its staff, a, public employment office can do only 
a thin percentage of its community job placement work. The reasons 

are fundamental. ' • • . ‘ 

Help-wanted columns, for instance, will long continue as the most 
convenient meeting place for jobs and the jobless. The number of 
private or so-called fee-charging offices, too, is constantly increasing. 
They would riot multiply unless an increasing patronage warranted. 

Of similar hue are the commissary companies that combine the 
business of recruiting labor with that of feeding and housing it on 
hydroelectric, highway,' and myriad construction operations. Each 
* year brings more of them to a service that public agencies cannot 
approximate unless commonwealths be authorized by Jaw to engage 
in similar activities — with public funds. - •’ 

How then oan a governmental national clearinghouse reflect more 
-than a narrow sector, of the entire country’s employment picture?; 
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Furthermore, it is ft near truism in employment circles that appli- 
cations for employment are worth little more than the paper they are 
written on. Glittering exceptions to the contrary, the great majority 
of employable men who file written applications for work today will, 

a week or two hence, have found their niche. Q 

Within the past month my office associates have sent letters to 8 
lead burners, 21 electricians, 43 electric and acetylene welders, 15 
stenographers, 9 draftsmen, 12 plumbers and steamfitters, 18 chauf- 
feurs, and 62 others of miscellaneous vocations, asking them to call 
regarding specific jobs that have materialized since they filed their 

applications with us. Total 188. _ T 

How many responded in person or by. letter? Thirty -tlxree. Less 
than 20 percent — an average net that is seldom topped by fee- charging 
agencies or by employment departments of industrial firms. Of these 
33 only 7 were finally placed in the jobs we outlined to them. ^ 

What becomes of the 80 percent? After filing applications, they 
find positions; move to other stamping grounds; illness overtakes 
them; traveling costs or a wife deter them; or from time to time, the 
job-bearing letters come back to their senders marked, Not known 

at,” or “No such address.” ....... 

Conceive then a national clearinghouse striving to transfer 10 or 
100 unemployed down-east mechanics to the automobile 'belt oran 
equal number of west coast shipbuilders to the Great Lakes. The 
time factor of itself is a sufficient barrier to a fit performance of the 
task. The average office or unskilled manual opening today in our 
thickly settled communities is short lived. In the cities 24 hours is 

a goodly span for its life. .. , ,, 

Before help-wanted pages or employment bureaus can direct tne 
right type of applicants to a plan or office it’s an even break thatthe 
firm will fill the positions from its quota of daily jobseekers. With 
the general exception of building trades and textiles the skilled today 
are the hunted; the tradeless, ever the great majority of the unem- 
ployed, are the jobhunters. The former, because of mergers and re- 
locating of industries, are at times temporarily marooned but they 
soon find their groove with little recourse to outside aid. _ But the 
tradeless, needing direction more, are less able to profit by it because 

their number usually far exceeds the jobs available. 

But more formidable looms the perennial query that camps in 

every labor mart; who will pay the transportation? 

For example, the early summer of 1929 saw a surplus of unskilled 
labor in various sections of the eastern seaboard and a shortage in 
Detroit. A' practical problem such as would confront any national 
clearinghouse was how to put the idle to work and restore the buying 

power of thousands of families? . , , . % 

Mv own office; one of many public employment bureaus, could have 
sent hundreds. Yet it sent none. The railroad fare deterred the idle 
from digging down in their own pockets without assurance that defi- 
nite jobs would be theirs in Detroit; and quite properly, no funds from 
any public source were available to finance the expedition. We could 
only tell applicants that the jobs existed. The rest was up to prin- 
cipals. : ( • • 
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That is the very core of the whole proposition of moving labor 
through a central clearinghouse. Labor is only as mobile as the 
^f® ne y that moves it. In this particular instance, Detroit employers 
did what employers so confronted have to do. They themselves ad- 
vanced the transportation. 

The only other method that will accomplish a liaison in labor on a 
wholesale oasis is such as is practiced in Canada. Whether a similar 
arrangement can or should be inaugurated here is a matter the Ameri* 
can industrialist might consider. The Dominion’s railways give work- 
ers rate reductions up to 30 percent, R. A. Rigg, director of Canada’s 
Employment Service at Ottawa, tells me. The reduced fare is allowed 
only on the gomg trip and tickets sold only to persons holding certifi- 
cates which his department issues after establishing the applicants’ 
capabilities and making sure that jobs will be theirs at destination. 

In 1928 more than 43,000 artisans and unskilled workers took ad- 
vantage of this reduction. In addition to these, every year, 1920 
excepted, the railways on their own initiative effect a movement of 
more than 30,000 harvest workers from the eastern to the prairie 
Provinces. 

Whether or not this method can readily be applied here is at least 
debatable. So, too, may be the responsibility of passing the necessary 
regulation under our Interstate Commerce Act. Whatever one’s views 
on Government subsidies, the procedure seems refreshingly free of the 
taint of class legislation because employers as well as workers and the 
public in general would profit by it. 

Until this problem of transportation cost is adequately plumbed, jol> 
brokers will continue to be merely brokers. The greater the distance 
that separates their principals the mom tedious, costly, and futile will 
be their efforts to brrng men and jobs together. 

Assuming the transportation riddle solved, to what extent would one 
State cooperate in transferring its workers to another ? Only so far as 
its public officials felt they could cooperate and still hold the san ction 
of the community that pays them. La fact, a number of States have 
laws restricting the recruiting of labor by out-of-State interests. 

The only appreciable service that a national clearinghouse could 
render at present is to release accurate and timely information, not 
essentially about specific jobs, but rather about employment and in- 
dustrial conditions — and to release it on the dot. 

Each year brings me a striking example, a reliable and up-to-the- 
day series of bulletins that in 6 months corrals 100,000 men from every 
State. 

They come from the director of the farm labor division of the 
United States Employment Service at Kansas City and tell when and 
where wheat cutting starts, of its northward sweep as the season ad- 
vances, of threshing, com husking, potato and apple picking; of the 
prevailing wages, living accommodations and where and wnen men 
may apply. Public employment offices in Louisiana, Texas. Oklahoma- 
Iowa, Kansas, the Dakotas, Minnesota, Washington, Oregon, and 
Colorado, working through the hub at Kansas City, direct to jobs, 
thousands who otherwise would go through endless wanderings. 

A man eager for harvest work can walk into any public employment 
office or any post office and see for himself in what zone his service 
will be needed. But it’s up to him to get there. 
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On a s imila r stage such offices can perform, and do, a similar service 
in bringing about a contact between workers angling for a permanent 
niche and employers who need them. A worker, for instance, m 
nearly any craft can enter a public employment exchange in .Pennsyl- 
vania, and if he wishes to follow his trade in any one of the common- 
wealth’s largest industrial communities, can gage his chances of get> 
ting what he wants where he wants it. At stated periods each of the 
State’s 14 district offices forwards to the capital at Harrisburg a sum- 
mary of the employment supply and demand in substantially all of the 
trades and vocations pursued in its community. Each report is then 
multigraphed and a complete copy of all of them mailed to every 

‘office 

0 In a year’s time the aid rendered employers and workers ; through 
that medium is considerable. An employer with iobs to fill and thp 
ability to meet workers face to face can ascertain his chances of find- 
ing in those districts the workers he needs. He uses the information 

to a far greater degree than does the job seeker. 

Palpably a central clearing house that tries to do on a large scale 
what its component units do with only moderate success is doomed 
to even less success than its subsidiaries. A mail-order business in 
jobs shows results, but only in retail volume. If the task is to be 
undertaken it must be done, crassly stated, on a wholesale basis. 

Putting the idle of one community into jobs in another is, when 
accomplished, largely the work of private enterprise. When attempts 
ed by public agency success depends upon the worker s eagerness for 
a certain grade of work— as in the case of harvesting— and reliability 

of information given him. , . 

Employment information to the employer who needs workers,- giv- 
ing him and the job seekers a place to get together and talk things 
over, is, it seems to me, the cardinal province of a public employment 
service because employment is the only cure for a labor surplus, lhe 
one outstanding service public employment offices can give is to show 
the employer who needs labor where he can get it and the unemployed 

W ArbS S that a is about all the real constructive work a labor clearing 
house could do on a national stage— pass along data that, m moving 
through many mails and across many desks, would frequently become 

too stale for other than academic consumption. _ - T 

For labor is only as mobile as principals make it. • 



[From “The Nation” — November 30, 1932] 

BILLIONS FOR RELIEF 

(By Matjbitz A. Hallgren) 

The darkest winter in many years, perhaps in the country’s history, 
is in prospect for the jobless workers of America. There has been of 
late no appreciable reduction in the number of persons unemployed, 
even if we take at their face value the most optimistic of the recent 
official statements purporting to show an upward trend in business. 
Compared with last year, the number of unemployed has increased 
at least 20 percent. Even more discouraging is the proportionately 
'greater increase in the number of destitute persons' in the country. 
Many of the jobless, when first thrown out of work and for some time 
afterward, had homes to mortgage or sell, insurance to borrow against, 
or furniture to dispose of in return for food; today few have anything 
left to fall back upon. Last winte a large part of the relief burden was 
carried by “the poor helping the poor.” Today most of the relatives 
and neighbors of the jobless are themselves approaching destitution. 
At best they have only enough for their own requirements. Evidence 
of this is piling up daily in the headquarters of me social agencies and 
relief committees throughout the country. 

In a majority of the industrial communities the need will be more 
than doubled this winter as compared with last year, and it must be 
remembered that the money available for relief last winter was not 
nearly enough to provide adequately for the bulk of the destitute un- 
employed. Social workers were virtually unanimous in declaring that 
the relief extended in a majority of cases was merely sufficient to pre- 
vent actual hunger, and even then numerous cases of death from star- 
vation or kindred causes found their way into the public records. Last 
winter financial assistance came primarily from private sources and 
local governments. Since then we have passed through a disastrous 
year, the worst of the 3 years of depression, with the result that many 
municipalities are bankrupt and many individuals who usually give 
to their local charities can no longer <io so. The greater share of the 
burden must be carried by other agencies whose financial position is 
relatively stronger, that is, by the Federal Government and some of 
the State governments. 

Precisely how many persons are out of work? And how many are 
destitue? The Government cannot reply, for it lacks the machinery 
with which to determine the exact extent of the unemployment and 
consequent distress. Even the Department of Labor must depend 
upon a private agerny, the American Federation of Labor, for its 
estimates of the total number of persons out of work. In his campaign 
speeches President Hoover mentioned 10 million as the number of 
unemployed. The Communist Party contends that the total is nearer 
1876 
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16 million. Using as a basis for computation the statistics covering 
unemployment in its own ranks, the American Federation of Labor - 
estimates that there are at present 11 million men and women out of 
work in the United States. This estimate is probably conservative, 
for organized labor is usually much better protected than are the 
unorganized workers. President Green has predicted that there will 
be 13 million jobless in the country by January. The Department of 
Commerce has reported, although on very flimsy evidence it must be 
admitted, that 1 million new jobs have been created in the last few 
months. If we take William Green’s estimate, and subtract from it 
the 1 mill ion new jobs which the Department of Commerce believes it 
has discovered, we find that there will be at least 12 million persons 
unemployed this winter. The true figure will doubtless be somewhat 

higher. . 

How many of the jobless and their dependents are or will be in 
actual want? This is another question which cannot be answered 
accurately. Some of the unemployed still have resources of their 
own or have relatives and friends supporting them, and so are not 
eligible for relief according to the strict rules being applied by vir- 
tually all social agencies and emergency committees. Assistance is 
now being extended almost exclusively to bona fide paupers. If all 
the unemployed and their dependents were in want, we should prob- 
ably have to feed from 48 million to 60 million mouths. However, my 
observations in many parts of the country last winter and spring indi- 
cated that at that time there were five persons in need for every three 
persons out of work; and the records of many social agencies support 
this finding. This winter the ratio of destitute to unemployed will 
be much greater. But on the basis of a 5-to-3 ratio we find that 
there will be approximately 20 million persons who must be helped. 
Provision must be made not only to tide that number over the winter 
months, but to help them for a year or longer. Although unemploy- 
ment may decrease in the next 12 months, the cumulative effect of the 
distress upon those who will still have no jobs— the exhaustion of 
their individual resources, the piling up of their debts, and other fac- 
tors— makes it morally certain that destitution will continue to in- 
crease at a rate that will at least offset any benefits that may be derived 
from reemployment. 

How much money will be required to feed, clothe, and shelter these 
20 million unfortunate Americans ? Perhaps $100 a year per destitute 
person will prove sufficient. This is at the rate of $8.33 a month, or 28 
cents a day. which surely holds forth no promise of luxuries for the 
imemployed. I doubt very much that the independent spirit of the 
American workingman will be broken down by this sum, especially 
as out of this amount must come not only food, clothing, and shelter, 
but also fuel, medical attention, recreation, and the administrative 
expenses of distributing relief. Of course the jobless can get along on 
less. I have seen them living on the ragged edge of starvation in 
Fayette County, Pa., at a time when no relief whatever was forth- 
coming. In Williamson County, 111., I have seen them trying to keep 
alive on $1.50 a week for each family of five, a sum which amounts to 
4 cents a day for each person. I have seen them happy to get as much 
as 6 cents’ worth of food a day in the municipal bread line in Toledo. 
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On the other hand, the Charity Organization Society of New York 
once estimated that the average metropolitan family of five must have 
$25 a week to keep itself at the "bare subsistence” level. This is at the 
rate of 71 cents a day per person. It is difficult to believe that any 
destitute American can for very long maintain himself as a healthy 
and potentially useful citizen on less than 28 cents a day. Many ex- 
perienced social workers believe that he ought to have from $300 to 
$500 a year, if there is not to be serious and perhaps permanent injury 
to our social organization. Indeed, these authorities hold that a grave 
injury has already been done through our neglect of the unemployed 
in the last 2 or 3 years. In any case, not less than $2 billion will be 
needed to care for our 20 million destitute during the next 12 months. 
That is an irreducible minimum. It is based on the most conservative 
estimates of the number of unemployed and their actual need. 

Where is this money to come from? Certainly not from private 
charity alone. The idea that the private agencies could cope with the 
problem was abandoned 2 years ago. Last winter, according to various 
estimates by statisticians and social workers, these agencies were 
carrying between 20 and 35 percent of the load. In May 1931, the 
private charitable organizations in Chicago provided for more than 
half of the needy families who were receiving help in that com- 
munity— and it is important to note that many hundreds of destitute 
f amili es in Chicago were getting no help at all at that time. In May 
1932, the private agencies had all but dropped out of the picture, 95 
percent of the relief work in that month being financed by the public 
treasury. There is a tendency on the part of the private agencies, more- 
over, to return to other problems which have been neglected of late, 
but which have greatly increased in importance because of the de- 
pression. These include hospitalization, visiting nurse services, child 
welfare, prevention of crime, and “provision against the misuse of 
the immensely increased leisure time.’ The private charities feel that 
if this work is to be kept up they must turn the unemployment-relief 
work over to others. Even if the various emergency committees now 
soliciting funds from private contributors succeed in raising as much 
money as they did last year for unemployment relief, which seems 
unlikely, these private funds will be proportionately smaller tha n thev 
were a year ago, because the need has so greatly increased. We shall 
presume, however, that the emergency committees and similar private 
bodies can and will provide 20 percent of the $2 billion that is needed. 

The remaining $1,600 million must come from the local or State 
governments or from the Federal Government. It is clear that the 
muni cipalities are not today in a position to help. A. few cities and 
counties can take care of their own, but the larger industrial com- 
munities, including Philadelphia, Pittsburgh, Detroit, and Chicago, 
are unable to do so. Though New York City is facing another finan- 
cial crisis, there is some hope that $21 million for relief will be appro- 
priated out of its municipal funds. Philadelphia has again had to 
withhold the pay of its employees. Chicago’s destitute since July 27 
have been fed and sheltered out of funds provided by the Reconstruc- 
tion Finance Corporation. Chicago’s case is no doubt extreme. If all 
the other industrial centers where unemployment is heavy were in the 
same plight, the Federal Government would have to take over the 
entire relief burden. The outlook in New York City is somewhat less 
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gloomy, for there some hope still exists that help may be obtained 
from private sources and from the local and State government. 

According to a recent police census, there are more than 900,000 per- 
sons out of work in New York City — William Hodson, director of the 
welfare council, puts the total at well over 1 million. _ On the basis 
of 5 destitute for every 3 unemployed, there are approximately 1,500,- 
000 who need help. To care for these people at the rate of $100 per 
destitute person per year, the jum of $150 million would be needed in 
1933. According to their present estimates the private charities will 
spend about $15 million on unemployment relief during the coming 
year. This depends, of course, upon their ability to raise the necessary 
additional funds, for they have not now enough money to keep going at 
the present rate for another 12 months. The Gibson emergency com- 
mittee hopes to raise an additional $15 million. Thus approximately 
20 percent of the total amount needed for the city may possibly be 
obtained from private sources. 

Hie State has decided to allocate to New York City one-half of the 
$30 million to be derived from the sale of a special bond issue which 
was approved by the voters on November 8. The municipal govern- 
ment hopes to be able to appropriate $21 million. Thus the State and 
city will, if present plans work out, contribute approximately 24 per- 
cent of the amount required for relief. Compared with other indus- 
trial centers, New York City is relatively well off. Nevertheless, it 
seems likely that New York will do no more than meet 44 percent of the 
need of its citizens, and it is essential to keep in mind that not all of the 
$66 million which private charity and the municipal and State govern- 
ments may contribute is by any means assured.. However, the other 56 
percent must be obtained somewhere, and there is no other. agency 
to which to turn except the Federal Government. 

If we base our estimates on the Chicago situation, the Federal Gov- 
ernment will have to shoulder almost the entire cost of unemployment 
relief. If we base them on New York, the Federal Government will 
have to bear 56 percent of the cost, or, in other words, appropriate about 
$1,120 million for relief. Obviously, there is no way to determine pre- 
cisely how much Washington must contribute, lor constitutional re- 
quirements, statutory limitations, bonding powers, financial resources, 
and the proportion of destitution vary considerably from State to State 
and from municipality to municipality, and all these factors govern the 
sums that can be made available locally for relief. 

The need is great and immediate. It is no longer a question of who, 
by moral or legal light, ought to be called u po n to support the unem- 
ployed. The question today is simply this : Who is financially able to 
extend promptly and with some degree of adequacy the relief that is 
desperately needed? There is little doubt that the private charities 
and local governments will do what they can, for they are much closer 
to the people who are suffering than are the State legislatures and Con- 
gress. But these local agencies have not the means or the credit stand- 
ing to carry on the relief work even on the inadequate scale reached last 
winter. Tne credit position of some of the States is still excellent ; that 
of the Federal Government is the best in the country. While a few 
of the States can help to a much greater extent than they have been 
doing, none is in a position to act so quickly and effectively as Wash- 
ington. 
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[From “The Coming of the New Deal,” Houghton, Miffin Co., publishers] 

PROLOG: 1933 

(By Arthur M. Schlesinger, Jr.) 

The White House, midnight, Friday, March 3, 1933. Across the 
country the banks of the Nation had gradually shuttered their windows 
and locked their doors. The very machinery of the American econ- 
omy seemed to be coming to a stop. The rich and fertile Nation, 
overflowing with natural wealth in its fields and forests and mines, 
equipped with unsurpassed technology, endowed with boundless re- 
sources in its men and women, lay stricken. “We are at the end of our 
rope,’,’ the weary President at last said, as the striking clock announced 
the day of his retirement. “There is nothing more we can do.” 

Saturday, March 4, dawned gray and bleak. Heavy winter clouds 
hung over the city. A chill northwest wind brought brief gusts of 
rain. The darkness of the day intensified the mood of helplessness. 
“A sense of depression had settled over the capital,” reported the New 
York Times, ‘*so that it could be felt.” In the late morning, people 
began to gather for the noon ceremonies, drawn, it would seem, by 
curiosity as much as by hope. Nearly one hundred thousand assem- 
bled in the grounds before the Capitol, standing in quiet groups, sit- 
ting on benches, watching from rooftops. Some climbed the bare, 
sleet-hung trees. As they waited, they murmured among themselves. 
“What are those things that look like little cages?” one asked. 
“Machineguns,” replied a woman with a nervous giggle*. “The atmos- 
phere which surrounded the change of Government in the United 
States,” wrote Arthur Krock, “was comparable to that which might be 
found in a beleaguered capital in war time.” The colorless light of the 
cast-iron skies, the numb faces of the crowd, created almost an air of 
fantasy. Only the Capitol seemed real, etched like a steel engraving 
a gains t the dark clouds. 

On the drive from the White House to the Capitol, the retiring 
President, his eyes lowered, his expression downcast, did not try 
to hide his feelings. The Nation which had helped him rise from a 
poor Iowa farm to wealth and power, which he had repaid with high- 
minded and unstinted service, had rejected him. “Democracy is not 
a polite employer,” Herbert Hoover later wrote. “The only way out 
of elective office is to get sick or die or get kicked out.” 

It was customary for the retiring President to ask his successor for 
dinner on the night of the 3d of March; but Hoover had declined to 
issue the usual invitation. At length, the White House usher insisted 
that the President-elect must be given the opportunity to pay his re- 
spects. Instead of the traditional dinner, a tea was arranged for the 
afternoon of the 3d. It had been a strained occasion in the Red 
Room, complicated by fruitless last-minute discussions about the 
banking crisis. Finally the President-elect, recognizing that Hoover 
was not in the mood to complete the round of protocol, politely sug- 
gested that the President need not return the visit. Hoover looked his 
successor in the eye. “Mr. Roosevelt,” he said coldly, “when you are 
in Washington as long as I have been, you will learn that the President 
of the United States calls on nobody.” Franklin Delano Roosevelt, 
hurrying his family from the room, returned to the Mayflower Hotel 
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visibly annoyed. “It was * * *” a close friend later reported, “one of 
the few times I have ever seen him really angry.” 

Now Hoover sat motionless and unheeding as the car moved through 
crowded streets toward the Capitol. Doubtless he assumed the oc- 
casional cheers from the packed sidewalks were for Roosevelt and so 
not his to acknowledge. But for Roosevelt, sitting beside him in the 
open car, these last moments belonged to the retiring President ; it was 
not for the President-elect to respond to the faint applause. On they 
drove in uncomfortable silence. Passing the new Commerce Building 
on Constitution Avenue, Roosevelt hoped that at least this sight might 
tempt the former Secretary of Commerce into an exchange of amiabil- 
ities. When a friendly remark produced only an unintelligible mur- 
mur in reply, the President-elect suddenly felt that the two men could 
not ride on iorever like graven images. Turning, he began to smile 
to the men and women along the street and to wave his tophat. 
Hoover rode on, his face heavy and expressionless. 

The fog of despair hung over the land. One out of every four 
American workers lacked a job. Factories that had once darkened 
the skies with smoke stood ghostly and silent, like extinct volcanoes. 
Families slept in tarpaper shacks and tin-lined caves and scavenged 
like dogs for food in the city dump. In October the New York 
City Health Department had reported that over one-fifth of the 
pupils in public schools were&guffering from malnutrition. Thou- 
sands of vagabond children were roaming the land — wild boys of 
the road. Hunger marchers, pinched and bitter, were parading cold 
streets in New York and Chicago. On the countryside unrest had 
already flared into violence. Farmers stopped milk trucks along 
Iowa roads and poured the milk into .the ditch. Mobs halted mort- 
gage sales, ran the men from the banks and insurance companies 
out of town, intimidated courts and judges, demanded a moratorium 
on debts. When a sales company in Nebraska invaded^ a farm and 
seized two trucks, the farmers in the Newman Grove district organized 
a posse, called it the “Red army,” and took the trucks back. In West 
Virginia, mining families, turned out of their homes, lived in tents 
along the road on pinto beans and black coffee. 

In January, Edward A. O’Neal, an Alabama planter, head of the 
Farm Bureau Federation, bluntly warned a Senate committee, “Unless 
something is done for the American farmer we will have revolution 
in the countryside within less than 12 months.” Donald Richberg, a 
Chicago lawyer, told another Senate committee a few weeks later, 
“There are many signs that if the lawfully constituted leadership does 
not soon substitute action for words, a new leadership, perhaps unlaw- 
fully constituted, will arise and act.” William Green, the ordinarily 
benign president of the ordinarily conservative American Federation 
of Labor, told a third committee that if Congress did not enact a 
30-hour law, labor would compel employers to grant it “by universal 
strike.” “Which would be class war, practically?” interrupted Sena- 
tor Hugo Black. “Whatever it would be,” said Green, “it would be 
that * * *. That is the only language that a lot of employers ever 
understand — the language of force.” In the cities and on the farms, 
Communist organizers were finding a ready audience and a zealous 
following. 
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Patrick J. Hurley, Hoover’s Secretary of War, ordered a trans- 
fer of troops from a small Texas post to Kentucky. Tom Connally 
of Texas, rising in the Senate, accused the War Department of 
deliberately concentrating its armed units near the larger cities. “The 
Secretary of War, with a glitter of fear in his eye,” Connally reported, 
“referred to Beds and possible Communists that may be abroad in the 
land.” The mayor of New York, newly inaugurated, sought to reas- 
sure his city : “You’re going to have a mayor with a chin and fight in 
him. I’ll preserve the metropolis from the Red army.” But the next 
week a group of Communists shoved their way though a police line 
before the brownstone house on Bast 65th Street where Franklin D. 
Roosevelt was making his plans for the future. Eleven Democratic 
leaders were having their picture taken on the front steps ; they stepped 
nervously into the house as the Communists shook their fists and 
shouted, “When do we eat? We want action !” (Among the politicians 
were Cordell Hull and James F. Byrnes ; they would have more to do 
with C ommunis ts before they were througn.) The police with a 
flourish of nightsticks cleared the street. _ 

Elmer Davis reported that the leading citizens of one industrial 
city—it was Dayton, Ohio— had organized a committee to place 
how the city and the country around could function as an economic 
unit if the powerlines were cut and the railroads stopped running. 
Over champagne and cigars, at the Everglades in Palm Beach, a 
banker declared the country on the verge of revolution ; another guest, 
breaking the startled silence, advised the company to “step without 
the territorial boundaries of the United States of ^ America with as 
much cash, as you can carry just as soon as it is feasible for you to get 
away.” “There’ll be a revolution, sure,” a Los Angeles banker said 
on a transcontinental train. “The farmers will rise up. So will labor. 
The Reds will run the country — or maybe the Fascists. Unless, of 
course, Roosevelt does something.” 

But what could he do? In February 1988, the Senate ^ Finance 
Committee summoned a procession of business leaders to solicit their 
ideas on the crisis. Said John W. Davis, the leader of the American 
bar, “I have nothing to offer, either of fact or theory.” W. W. Atter- 
bury of the Pennsylvania Railroad: “There is no panacea.” Most 
endorsed the thesis advanced by the permanent elder statesman 
Bernard Baruch: “Delay in balancing the budget is trifling with 
disaster.” And, as they spoke their lusterless pieces, the banks began 
to close their doors. “Our entire banking system,” said William 
Gibbs McAdoo in exasperation, “does credit to a collection of 
imbeciles.” 

But bankruptcy of ideas seemed almost as complete among the 
intellectuals. “My heartbreak at liberalism,” wrote William Allen 
White, “is that it has sounded no note of hope, made no plans for the 
future, offered no program.” On the eye of the inaugural, a leading 
American theologian pronounced an obituary on liberal society. His 
essay was written, said Reinhold Niebuhr, on the assumption that 
“capitalism is dying and with the conviction that it ought to die.” ht 
no one delude himself by hoping for reform from within. “There is 
nothing in history to support the thesis that a dominant class ever 
yields its position or its privileges in society because its rple has been 
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convicted of ineptness or injustices.” Others, in their despair, could 
only yearn for a savior. Hamilton Fish, the New York Congressman, 
spoke for millions when he wrote to Roosevelt late in February that 
in the crisis we must “give you any power that you may need.” 

The images of a nation a,s it approached zero hour: the well- 
groomed men, baffled and impotent in their double-breasted suits 
before the Senate committee; the confusion and dismay in the busi- 
ness office and the university; the fear in the country club; the angry 
men marching in the silent street ; the scramble for the rotting garbage 
in thodump ; the sweet milk trickling down the dusty road; the noose 
dangling oyer the bam door; the raw northwest wind blasting its way 
across Capitol plaza. 

In the Capitol, the President-elect waited in the Military Affairs 
Committee room. Sober and white faced, he sat in silence, glancing 
at the manuscript of his inaugural address. Huey Long, the Senator 
from Louisiana, glimpsed him and started to sweep into the room; 
then paused at the threshold and tiptoed away. Ten minutes before 
moon Roosevelt started down the corridor toward the Senate, only 
to be stopped. “All right,” he said, “we’ll go back and wait some 
more.” When the moment arrived, he was to ride in his wheelchair 
to the east door; then walk 35 yards to the speaker’s stand. 

A few moments before, in the Senate Chamber, the new Vice Presi- 
dent, J ohn Nance Gamer, of Texas, had taken his oath of office. There 
followed a rush from the Senate to the inaugural stand outside. The 
mass of people, swarming into the narrow exit from the east doors of 
the Capitol, blocked the runway. In a moment the congestion was 
hopeless. Gamer and the retiring Vice President, Charles Curtis, 
of Kansas, had meanwhile reached the stand. The Texan, with no 
overcoat, shivered in the harsh wind; he borrowed a muffler and 
wrapped it around his neck. Near him Curtis disappeared into the 
depth of his furcoat, looking steadily at the floor, apparently lost in 
memory. Gradually, invited guests began to force their way through 
the jam : members of the new Cabinet, half a dozen Senators, the new 
President’s wife, his mother, his tall sons. Eventually Charles Evans 
Hughes, the Chief Justice of the United States, made his appearance, 
erect and stately, a black silk skullcap on his head, his white beard 
•stirred by the wind and his black robe fluttering about his legs. In 
a leather-upholstered chair to the left of the lectern sat Herbert 
Hoover. 



The tension in the crowd mounted steadily with the delay. Pres- 
ently a Supreme Court attendant arrived bearing the family Bible 
of the Roosevelts. Then, at last, the bugle sounded; and Franklin 
Delano Roosevelt, intensely pale, leaning on the arm of his eldest son 
J ames, walked slowly up the maroon-carpeted ramp. The Marine 
Band, in its scarlet jackets and blue trousers, finished the last bars of 
■“xJr tlie There was a conclusive stir in the crowd, spread 

over 40 acr^of park and pavement ; then cheers and applause. Mrs. 
Woodrow Wilson waved a handkerchief. Bernard Baruch leaped 
upon a bench and swung Ins black silk hat. Josephus Daniels, the 
new President s old chief, his eyes wet with tears, pounded vigorously 
with ms cane. A few rays of sunshine broke for a moment through 
:the slate clouds upon the inaugural stanch 
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The Chief Justice read the oath with dignity and power. In- 
stead of returning the customary “I do,” Roosevelt repeated the 
full oath. (“I am glad,” Hughes 'had written when the President- 
elect suggested this. “* * * I think the repetition is the more digni- 
fied ana appropriate course.”) The family Bible lay open to the 
13th chapter of the First Corinthians. “For now we see through 
a glass, darkly; but then face to face: now I know in part; but then 
shall I know even as also I am known. And now abideth faith, hope, 
charity, these three; but the greatest of these is charity.” 

Six days before, Roosevelt in his Hyde Park study, writing with 
pencil on a lined, legal-sized yellow pad, had made a draft of his 
inaugural address. Waiting in the Senate committee room on in- 
auguration day, he added a new opening sentence to his reading copy : 
“This is a day of consecration.” But, as the great crowd quieted 
down, the solemnity of the occasion surged oyer him; he said, in 
ringing tones, “This is a day of national consecration.” 

Across the country millions clustered around radio sets. The new 
President stood bareheaded and unsmiling, his hands gripping 
the lectern. The moment had come, he said, to speak the truth! 
the whole truth, frankly and boldly. “Let me assert my firm belief 
that the only thing we have to fear is fear itself — nameless, un- 
reasoning, unjustified terror which paralyzes needed efforts to 
convert retreat into advance.” The speaker flung back his head. 
“In every dark hour of our national life a leadership of frankness 
and vigor has met .with that understanding and support of the 
people themselves which is essential to victory. 

The bounty of nature, he continued, was undiminished. “Plenty 
is at our doorstep, but a generous use of it languishes in the very 
sight of the supply.” Why? Because the rulers of the exchange of 
mankind’s goods “have failed through their own stubbornness and 
their own incompetence, have admitted their failure, and have ab- 
dicated. * * * They have no vision, and when there is no vision the 

K le perish. The money changers have fled from their high seats 
e temple of our civilization.” The crowd delivered itself of its 
first great applause. “There must be an end,” Roosevelt went on, “to 
a conduct in banking and in business which too often has given to a 
sacred trust the likeness of callous and selfish wrongdoing.” Again the 
crowd shouted. 

“This Nation asks for action, and action now. ♦ * ♦ We must act 
and act quickly. * * * We must move as a trained and loyal army 
w illing to sacrifice for the good of a common discipline, because with- 
out such discipline no progress is made, no leadership becomes effec- 
tive.” “It may be,” he said, “that an unprecedented demand and 
need for undelayed action may call for temporary departure from 
that normal balance of public procedure.” If Congress should fail 
to enact the necessary measures, if the emergency were still critical, 
then, added Roosevelt solemnly, “I shall ask the Congress for the one 
remaining instrument to meet the crisis— broad Executive power 
to wage a war against the emergency, as great as the power that would 
be given to me if we were in fact invaded by a foreign foe.” The 
crowd thundered approval in a long, continuing demonstration — the 
loudest applause of the day. 
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Roosevelt — “his face still so grim,” reported Arthur Krock, * as to 
seem unfamiliar to those who nave long known him’ — did not ac- 
knowledge the applause. Nor, indeed, did all share the enthusiasm. 
Some who watched the handsome head and heard the cultivated voice 
mistrusted what lay behind the charm and the rhetoric. I was 
thoroughly scared,” the retiring Secretary of State, Henry L. Stimson, 
wrote in his diary. “* * * like most of his past speeches, it was full 
of weasel words and would let him do about what he wanted to.” Ed- 
mund Wilson, covering the inaugural for the New Republic, saw ‘the 
old unctuousness, the old pulpit vagueness,” the echoes of Woodrow 
Wilson’s eloquence without Wilson’s glow of life behind them. TTie 
thing that emerges most clearly,” wrote Wilson, “is the warning of a 

dictatorship.” . , , . 

But the unsmiling President showed no evidence of doubt. We 
do not distrust the future of essential democracy,” he said in sum- 
mation. “The people of the United States have not failed. In their 
need they have registered a mandate that they want direct, vigorous 
action. They have asked for discipline and direction under leader- 
ship. They have made me the present instrument of their wishes. In 

the spirit of the gift I take it.” Herbert Hoover stared at the ground. 

The high, clear note of the cavalry bugles announced the inaugural 
parade. Franklin Roosevelt, in the presidential car, waved greetings 
to the crowd along the way -men and women now curiously awakened 
from apathy and daze. The horsemen wheeled into line, and the 

parade began. . , . 

In Washington the weather re m a in ed cold and gray. Across the 

land the fog began to lift. 



INAUGURAL ADDRESS, MARCH 4, 1933, OP 
FRANKLIN D. ROOSEVELT 

• ? that my fellow Americans expect that on my induction 

the Presidency I will address them with a candor and a decision 
winch the present situation of our Nation impels. This is preemi- 
nently the time to speak the truth, the whole truth, frankly and boldly. 
Nor need we shrink from honestly facing conditions in our country 
‘ ; ^ a y* Tms great Nation will endure as it has endured, will revive 
and will prosper. So, first of all, let me assert my firm belief that the 
■ j ^ have to fear is fear itself — nameless, unreasoning, un- 
justified terror which paralyzes needed efforts to convert retreat into 
advance. In every dark hour of our national life a leadership of 
frankness and vigor has met with that understanding and support 
of the people themselves which is essential to victory, l am convinced 
days y ° U Wl11 agaU1 ^ Ve that t© leadership in these critical 

Li such a spirit on my part and on yours we face our common diffi- 
culties. They concern, thank God, only material things. Values have 
shrunken to fantastic levels; taxes have risen; our ability to pay has 
fallen; government of all kinds is faced by serious curtailment of 
income; the means of exchange are frozen m the currents of trade; 
the withered leaves of industrial enterprise lie on every side ; farmers 
hnd no markets for their produce; the savings of many years in thou- 
sands oi families are gone. 

More important, a host of unemployed citizens face the grim prob- 
wn of existence, and an equally great number toil with little return. 
Unly a foolish optimist can deny the dark realities of the moment. 

Yet our distress comes from no failure of substance. We are 
stricken by no plague of locusts. Compared with the perils which 
our forefathers conquered because they believed and were not afraid, 
we have still much to be thankful for. Nature still offers her bounty 
and human efforts have multiplied it. Plenty is at our doorstep, but 
a generous use of it languishes in the very sight of the supply. Pri- 
marily this is because rulers of the exchange of mankind’s goods have 
failed through their own stubbornness and their own incompetence, 
have admitted their failure, and have abdicated. Practices of the 
unscrupulous moneychangers stand indicted in the court of public 
opinion, rejected by the hearts and minds of men. 

True they have tried, but their efforts have been cast in the pattern 
of an outworn tradition. Faced by failure of credit they have pro- 
posed only the lending of more money. Stripped of the lure of profit 
by which to induce our people to follow their false leadership, they 
have resorted to exhortations, pleading tearfully for restored confi- 
dence. They know only the rules of a generation of self-seekers. 
They have no vision, and when there is no vision the people perish. 
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The moneychangers have fled from their high seats in the temple 
of our civilization. We may now restore that temple to the ancient 
truths. The measure of the restoration lies in the extent to which we 
apply social values more noble than mere monetary profit. . 

Happiness lies not in the mere possession of money ; it lies in the 
joy of achievement, in the thrill of creative effort. The joy and moral 
stimulation of work no longer must be forgotten in the mad chase of 
evanescent profits. These darks days will be worth all they cost us 
if they teach us that our true destiny is not to be ministered unto but 
to minister to ourselves and to our fellow men. 

Recognition of the falsity of material wealth as the standard of 
success goes hand in hand with the abandonment of the false belief 
that public office and high political position are to be valued only by 
the standards of pride of place and personal profit;, and there must 
be an end to a conduct in banking ana in business which too often has 
given to a sacred trust the likeness of callous and selfish wrongdoing. 
Small wonder that confidence languishes, for it thrives only on hon- 
esty, on honor, on the sacredness of obligations, on faithful protection, 
on unselfish performance; without them it cannot live. . 

Restoration calls, however, not for changes in ethics alone. This 
Nation asks for action, and action now. 

Our greatest primary task is to put people to work. This is no 
unsolvable problem if we face it wisely and courageously. It can be 
accomplished in part by direct recruiting by the Government itself, 
treating the task as we would treat the emergency of a war, but at 
the same time, through this employment, accomplishing greatly needed 
projects to stimulate and reorganize the use of our natural resources. 

Hand in hand with this we must frankly recognize the overbalance 
of population in our industrial centers and, by engaging on a national 
scale m a redistribution, endeavor to provide a better use of the land 
for those best fitted for the land. The task can be helped by definite 
efforts to raise the values of agricultural products and with this the 
power to purchase the output of our cities. It can be helped by pre- 
venting realistically the tragedy of the growing loss through fore- 
closure of our small homes and our farms. It can be helped by 
insistence that the Federal, State, and local governments act forth- 
with on the demand that their cost be drastically reduced. It can be 
helped by the unifying of relief activties which today are often scat- 
tered, uneconomical, and unequal. It can be helped by national 
planning for and supervision of all forms of transportation and of 
communications and other utilities which have a definitely public 
character. There are many ways in which it can be helped, hut it 
can never be helped merely by talking about it. We must act and act 
quickly. 

Finally, in our progress toward a resumption of work we require two 
safeguards against a return of the evils of the old order: There must 
be a strict supervision of all banking and credits and investments, so 
that there will be an end to speculation with other people’s money; 
and there must be provision for an adequate but sound currency. 

These are the lines of attack. I shall presently urge upon a new 
Congress, in special session, detailed measures for their fulfillment, and 
I shall seek the immediate assistance of the several States. 
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Through this program of action, we address ourselves to putting our 
own national house in order and making income balance outgo. Our 
international trade relations, though vastly important, are in pomt of 
time and necessity secondary to the establishment of ! a sound Mtiomd 
economy. I favor as a practical policy the putting of first things first. 
Ishall spare no effort to restore world trade by international economic 
readjustment, but the emergency at home cannot wait on that 

accomplishment. .. . . . 

Theoasic thought that guides these specific 
erv is not narrowly nationalistic. It is the insistence, as a first con- 
sideration, upon the interdependence ot the various elements in and 
parts of the United States— a recognition of the old and permanently 
important manifestation of the American spirit of the Fencer. It is 
the way to recovery. It is the immediate way. It is the strongest 

assurance that the recovery will endure. ^ . .. 

In the field of world policy I would dedicate this Nation to the 
policy of the good neighbor— the neighbor who r^lutely respects 
himself and, because he does so, respects the righto of others-toe 
neighbor who respects his obligations and respects the sanctity of his 

agreements in and with a world of neighbors, . 

If I read the temper of our people correctly, we now realize as we 
have never realized before our interdependence on each other, tha 
we cannot merely take but we must give as well ; that if we are to go for- 
ward, we must move as a trained and loyal army willing to sacrifice 
for the good of a common discipline, because without suchdisciplme 
no progress is made, no leadership becomes effective. We are, 1 
know, ready and willing to submit our lives and property to such 
discip line , because it makes possible a leadership which aims at a 
larger good. This I propose to offer, pledging that the larger pur- 
poses will bind upon us all as a sacred obligation with a unity of 

duty hitherto evoked only in time of armed strife. - 

With this pledge taken, I assume unhesitatingly the leadership of 
this great army of our people dedicated to a disciplined attack upon 
our common problems. 

Action in this image and to this end is feasible under the form of 
government which we have inherited f rom our ancestors. Our Con- 
stitution is so simple and practical that it is possible always to meet 
extraordinary needs by changes in emphasis and. arrangement with- 
out loss of essential form. That is why our constitutional system has 
proved itself the most superbly enduring political mechanism the 
modem world has produced. It has met every stress of vast expansion 
of territory, of foreign wars, of bitter internal strife, of world rela-. 
tioBS 

It is to be hoped that the normal balance of Executive and legisla- 
tive authority may be wholly adequate to meet the unprecedented 
task before us. But it may be that an unprecedented demand and 
need for undelayed action may call for temporary departure from 

the normal balance of public procedure. , 

I am prepared under my constitutional duty to recommeml the. 
measures that a stricken nation in the midst of a stricken world may 
require. These measures, or such other measures as the Congress 
may build out of its experience and wisdom, a shall seek, within my 
constitutional authority, to bring to speedy adoption. 
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But in the event that the Congress shall fail to take one of these 
two courses, and in the event that the national emergency is still cnt- 
ical, I shall not evade the clear course of duty that will then confront 
me. I shall ask the Congress for the one remaining instrument to 
meet the crisis— broad Executive power to wage a war against the 
emergency, as great as the power that would be given to me if we 

were in fact invaded by a foreign foe. , 

For the trust reposed in me I will return the courage and the devo- 
tion that befit the time. I can do no less. . 

We face the arduous days that lie before us m the warm courage 
of national unity; with the dear consciousness of seeking old and 
precious moral values; with the clean satisfaction that comes from the 
stem performance of duty by old and young alike. We aim at the 
assurance of a rounded and permanent national life. 

We do not distrust the future of essential democracy. The people 
of the United States have not failed. In their need they have registered 
a mandate that they want direct, vigorous action. They have asked for 
discipline and direction under leadership. They have made me the 
present instrument of their wishes. In the spirit of the gift I take it. 

In this dedication of a nation we humbly ask the blessing of Orod. 
May He protect each and every one of us. May He guide me in the 
days to come. 

Note.— Those who lived through the months immediately preceding March 
1933 do not require a description of the desperate condition into which the 
American economy had fallen since the crash of 1929. In the succeeding pages 
I have endeavored to enumerate, in the form of notes to the various printed 
public papers, the different steps taken by my administration to correct or 
ameliorate the desperate condition of agriculture, industry, finance, and labor 

which had resulted from 4 years of depression. _ . , ^ x 

By Inauguration Day, 1933, the banks of the United States were aR closed, 
fina ncial transactions had ceased, business and industry had sunk to their lowest 
levels. The widespread unemployment which accompanied the collapse had 
created a general feeling of utter helplessness. I sought principally in the 
foregoing inaugural address to banish, so far as possible, the fear of the Present 
and of the future which held the American people and the American spirit In 

many months the people had looked to Government to help, but Govern- 
ment had looked away. I promised a program of action: first, to put people to 
work : and second, to correct the abuses in many fields of human endeavor which 
had in great measure contributed to the crisis. I promised action immediately, 
stating that if necessary I would ask for and would use all the war powers of 

the Executive to wage war against the emergency. a t avta a 

We kept our promise that we would act at once. By our action, we starred 
to dissipate the fear and panic which had laid a paralyzing^ hand upon the 
finances, the business, the industry, and the agriculture of the Nation. 



[From the “American Economic Review,” March 1934] 

ECONOMICS AND THE NATIONAL RECOVERY 
ADMINISTRATION 

(By J. M. Clark— Columbia University) 

The NRA went into effect at the peak of a revival containing speculative ele- 
ments hound to lead' to a recession, which has since come. The 
gram has succeeded in increasing employment and payrolls during the setback of 
general business, while retail buying has been correspondingly sustained. 

^The act is criticized as sacrificing a revival in the field of capital ^uipm^t to 
sustain demand for consumers’ goods. However, the Securities Act and mone- 
tary uncertainty contain more unmistakable handicaps; and the removal of 
obstacles in these fields may be sufficient. As to the NRA, danger 
in the raising of industrial costs, but in the measures taken to compensate by 

^Surplus labo?will not soon disappear even with revival ; the development of the 
domestic market will not automatically keep pace with increasing productive 
power ; hence there is continuing need to deal with these problems andto at- 
tempt to base recovery more on diffused consumer purchasing power and less on 

an inherently temporary boom in capital equipment ***-*!«»*«. < a 

The organization of the NRA, viewed as a social constitution for industry, is 
only a step, though in line with what is probably an inevitable development 

It is undoubtedly too early [December 1933] to assess the specific 
results of the National Industrial Recovery Act and to determine pre- 
cisely where it succeeded and where it failed, where its purposes were 
maintained consistently and where they were perverted by the force of 
special interests, evaded or turned into sheer waste motion by mean- 
ingless for mal compliance. The act is hailed as a means of recovery 
and condemned as a fatal handicap. It is variously described as the 
long-needed introduction of guiding purpose into our economic sys- 
tem! or as one more example of muddling through with a jumble of ill 
assorted and possibly conflicting objectives brought together under no 
clearer master rule than that of expediency. It is disparaged as a tem- 
porary expedient which cannot pass away too quickly, and pointed to 
as an enduring achievement on which history will look pack as the 
formative stage in the revolution which introduced a social constitu- 
tion into industry. As to this last, naturally, we must wait for history 

to give the verdict. . . . , . 

After nearly 4 years of depression, there was increasing doubt 

whether the “natural forces of recovery” were competent to restore 
prosperity, and increasing skepticism of the soundness of any pros- 
perity which might be restored in this way. Purchasers reserves 
seemed exhausted, removing one possible source of an initial upward 
impulse. Conservative economists were disposed to admit that this 
was far more than merely an unusually severe depression of the cus- 
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a few more depressions of increasingly catastrophic character. I here 
was plenty of reason for thinking, not simply in terms of immediate 
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recovery, but of a type of recovery which would not be merely one 
more step toward final dissolution. And from this standpoint there 
was reason for distrusting the customary business processes of revival. 

Among the forces of depression which might possibly afford & hand- 
hold for policies of recovery, an outstanding one was the worldwide 
collapse m the price structure, with its especially heavy incidence on 
our exportable agricultural products. Hand in hand with this went 
the disruption or international trade, which must either be overcome 
or furnish the setting in the face of which recovery must be made. Un- 
usually heavy surplus plant capacity was another fact conditioning 
the process or recovery. And a new importance was attaching to the 
problem of widely diffused purchasing power. 

' During the postwar prosperity, businessmen had widely accepted 
the doctrine that such purchasing power was essential to the prosperity 
of large-scale industry; and now they were seeing that force reversed 
and working against them in a paralyzing way; The vicious circle 
of idle industry due to shrunken purchasing power and shrunken pur- 
chasing power due to idle industry, had been elevated from a theory 
to a condition too pressing to be ignored. Whether or not more 
diffused purchasing power was essential to a revival of some sort, there 
was strong support for the idea that it was essential to a sound one. 
These factors were important in the background of the effort toward 
recovery. • • . 

The Nation emerged from the banking holiday of March 1935 into 
a revival of productive activity which went forward at a remarkable 
speed until July. This was part of a movement which was general 
among the nations of the world, but was intensified in the United 
States. Prices rose moderately in other countries; while here, under 
the influence of the policy or monetary depreciation, the wholesale 
price level rose approximately IT percent from February to July 1 and 
costs of living rose only a fraction of that amount. The response to 
this situation was conditioned by a buoyant mood for which President 
Roosevelt can claim credit. His inaugural address captured the imagi- 
nations even of persons not disposed to be lightly stampeded, and his 
genuinely skillful and courageous handling of the banking crisis did 
nothing to dispel this feeling. 

There was, however, litt e solid industrial ground for so sudden and 
large a revival. It was probably due in large part to psychological 
and speculative factors, including buying in anticipation of rising 
prices, and of demands expected as a result of increased public works. 
Such a strong movement at such a time could hardly continue without 
a. setback, and the setback which has actually come is not to be won- 
dered at. 

In the favorable setting of this revival the National Industrial Re- 
covery Act was framed, becoming a law on June 16, when the revival 
had reached its climax. Thus the act was not imposed on a completely 
prostrate industrial system, nor was it the sole reliance for initiating 
recovery. However judgments may differ as to its effect, a sound ap- 
praisal must keep these facts in mind. 



*See P. C. Mills, “Anpects of Recant Price Movement*” bulletin. National Bureau of 
Economic Research, Oct. 31, 1938, table IL The balk of the Increase came in the 3-month 
-period April to July. 
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Needless to say, the act did not stand alone, but was part of an 
extraordinarily wide-reaching program. It included monetary depre- 
ciation, banking reconstruction, relief for borrowers, farm credit re- 
organization, more stringent control of the issue of securities, subsi- 
dized restriction of crop acreage, transportation coordination, reorga- 
nization of the budget, and other measures. 

In the midst of these various activities comes the National Industrial 
Recovery Act, consisting of two grand divisions: One is a program 
for the spending of $3,300 million for public works; and to this pro- 
gram the machinery of the Civil Works Administration has recently 
been added. The other is a novel program for industrial control. 

The basic structural feature is the setting up in each industry and 
trade of representative organizations which are taken into partnership 
with the Government in carrying out the purposes of the act. They are 
to adopt codes subject to public approval, while the President has the 
power to prescribe a code if no acceptable one has been formed by 
the industry itself. A temporary reemployment agreement or “blanket 
code” was drawn up, to which employers were urged to subscribe 
pending the formation of codes for their specific industries. A basic 
requirement for the codes was a provision protecting the right of 
collective bargaining and forbidding coercion in favor of company 
unions, but not otherwise taking sides in this issue or making collec- 
tive bargaining compulsory. 

Under this scheme a massive structure of boards has been set up, 
including code authorities, advisory boards for industry, labor and 
consumers, compliance boards, and labor boards. Employers comply- 
ing with the act are granted the use of the device of the “blue eagle”; 
and purchasers are urged to trade with those displaying this device. 

The main objectives sought by the use of this machinery are: 

(1) Work sharing is broiight about by limitations on the number of 
hours in the standard working week. This is done under provisions 
aiming to force the employer to take on additional workers in sales 
or service employments where total hours of service might be short- 
ened or the desired result otherwise circumvented. For instance, in 
the “blanket code,” hours for clerical and sales forces are limited to 
40 per week, while hours of operation for the store or services itself 
must not be reduced below 52. The general retail code allows longer 
working hours if hours of operation are above the minimum, but 
maintains the principle of a spread of at least 12 hours per week 
between hours of store operation and hours of work for employees, 
while the hours worked must be continuous except for 1 hour off for 
lunch. This still leaves it technically possible to stagger the em- 
ployees’s hour in such a way as to leave the store short handed, for 
1 hour after opening, 1 hour before closing and 2 hours at lunch time, 
without taking on additional clerks. 

(2) Coordinate with the reduction of working hours is the attempt 
to prevent total dollar earnings per worker from falling with the 
shortened week; and in particular the setting of minimum wage' rates 
for the lowest paid occupations. 

(3) Prohibition of child labor is extended. - ^ - 

*. (4) The trades are given the.'^portimify to prevent destructive 
and anarchistic competitive practices by setting iip codes of fair com- 



SELECTED READINGS IN EMPLOYMENT 1893 

petition, free from the prohibition of the antitrust laws, but subject to 
Grovemment approval like all other code features. 

(5) As to prices, the hope and purpose has been that the trades 
should at least temporarily absorb the increased costs imposed by the 
labor features of the codes, hoping to be compensated by the gains 
from increased output. And the general rule was adopted that in- 
creases in prices should be limited to actual increased costs. Under 
the “blanket code” employers are bound — 

Not to increase tbe price of any merchandise * * * by more than is made 
necessary by actual increases in production, replacement or invoice costs of 
merchandise since July 1, 1933, or by taxes or other costs resulting from 
action taken pursuant to the Agricultural Adjustment Act, and in setting such 
price increases, to give full weight to probable increases in sales volume and 
to refrain from taking profiteering advantage of the consuming public. 

This general price policy is combined with special treatment where 
special and urgent need appears. The whole policy of valorization for 
outstanding agricultural staples, is of a totally different sort. The 
petroleum code provides for limitation and allocation of output and 
price fixing; several other codes allot output on a quota basis or fix 
prices; a number forbid selling below cost and at least one code under- 
takes to limit installations of plant equipment. This whole realm of 
controls over specific prices has not yet been integrated with the mone- 
tary policy aiming at a large increase in the general price level. On 
the face of things, these two realms of policy are mutually inconsistent. 

(6) Where imported goods are found to compete with domestic 
products in such a way as to prevent the successful operation of in- 
dustries under the codes, additional protection may be imposed by 
quota restrictions or increased taxes on imports. 

So much for the the direct and obvious objectives of the act. We 
may further ask: What are its basic guiding purposes; what ends is it 
intended to promote? And we shall reach tne kernel of our inquiry 
when we come to grips with the question : What ends is the act cal- 
culated to promote in its actual operation — what results are likely to 
follow from it? 

According to the statement of the purposes of the act given in title 
I, section 1, it aims — 

To remove obstructions to the free flow of interstate and foreign commerce 
which tend to diminish the amount thereof; and to provide for the general wel- 
fare by promoting the organization of industry for the purpose of cooperative 
action among trade groups to eliminate unfair competitive practices, to promote 
the fullest possible utilization of the present productive capacity of industries, 
to avoid undue restrictions of production (except as may be temporarily re- 
quired), to increase the consumption of industrial and agricultural products by 
increasing purchasing power, to reduce and relieve unemployment, to improve 
standards of labor, and otherwise to rehabilitate industry and to conserve na- 
tural resources. 

Thus the act is presented as, in the main, an instrument of recovery 
from the immediate depression, but with certain general purposes 
which may go beyond this immediate need, In signing the act, Presi- 
dent Roosevelt stated : “Industry has long insisted that, given the right 
to act in unison, it could do much for the general good which has 
hitherto been unlawful. From today it has that right.”* The act 



i Quoted In Beard and Smith, "The Future Come*,” pi 145. 
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thus includes an organization which may be allowed to prove by trial 
and error what specific purposes it can serve and what results, desira- 
ble or otherwise, it is calculated to bring about. To that extent the 
purposes of the act cannot be judged in advance of actual results. 

For purposes of analysis, the possible objectives of the act can prob- 
ably best be classified as follows: . 

(1) Relief, in the broad sense of applying the existing national divi- 
dend, or natio nal volume of production, to cover the needs of the other- 
wise destitute through some kind of sharing between those who have 
sources of income and those who do not. Construed in this way, the 
program of shorter hours and work sharing comes under the head of 
relief; and it is difficult to see what other purpose it clearly subserves. 

(2) Immediate recovery : The increase m the volume of production 
and general business activity. 

(3) More enduring stability in production, business activity, em- 
ployment, and economic conditions in general. This carries the highly 
desirable and important purpose of attempting to insure by some means 
that any recovery that may come about shall be of a more stable sort 
than previous periods of “prosperity” which have ended in further 
depressions, and *iav© apparently done so for reasons rooted in the 
character and type of “prosperity” which they represented. _ This 
purpose falls naturally into two parts : Immediate policies bearing on 
the character of the initial revival, so far as that character may go to 
determine how stable and enduring it is likely to be; and the setting 
up of instruments or the testing of policies which may later be used 
to control the revival after it has developed further. 

(4) Generally desirable objectives which have no necessary or vital 
connection with the control of booms and depressions, improvements 
in social welfare or in competitive conditions, or the setting up of 
machinery through which such improvements may be brought about 
in the future. 

These purposes are all legitimate and even necessary ; but to weld 
them together in one program is not a simple and easy task. The main 
criticism now directed against the act is to the effect that measures 
pertinent only to longrun ends and general social reforms have been 
allowed to get in the way of the immediate requirements of recovery, 
until this primary objective is in danger of heing seriously handi- 
capped if not entirely defeated. The attack is centered on the cost- 
increasing features of the act, and their effect on the course of business 
revival. 

On its face the course of events points toward a simple conclusion. 
There was a strong revival. It turned into a heavy setback about 
the time the codes began going into effect. Thereafter numbers of 
workers employed ana total payrolls continued to increase, while 
volume of production declined. Something is not as we should wish 
it to be, and circumstantial evidence points to the NRA codes as being 
better measures of relief than of revival. Being duly cautious about 
accepting circumstantial evidence, let us examine the course of events 
a little more in detail. 

The revival in the United States was part of a worldwide movement 
affecting both production and prices. The Federal Reserve Board’s 
index of industrial production — an index of a sensitive type — shows a 
revival dating from the low point reached in July 1932 when the 
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index stood at 52.8 percent of normal. After holding a rise of about 
8 points for the last 4 months of 1932, there was a decline culmi- 
nating in March 1933 and presumably due to the banking crisis. After 
dropping to 54.6 in March, the index rose to 61 in April and continued 
steadily upward until it reached 91 in July. Then began a decline 
which was slightly less rapid than the rise, and which appears to have 
been checked after a loss of about half the ground gained. Both the 
advance and the decline were most marked in such basic industries as 
steel and lumber, while general consumers’ goods and retail trade were 
not so strongly affected. On the decline, retail trade has apparently 
held up well, and even increased recently in region in which wages 
had previously been especially low and where the code rates represent- 
ed larger increases than in other sections. 

The course of wholesale prices reflects the same movements which 
show in the index of industrial production, but naturally with some dif- 
ferences. Both the first revival of production from the low of July 

1932 and the second from the low of March 1933 were preceded by up- 
ward turns in wholesale prices. The low point of wholesale prices for 
the whole depression came in February 1933 but the sharp rise did not 
begin until April and lasted until July, tapering off in August and 
September (when industrial production was already declining) and 
then coming to a standstill. 

The crucial .months for judging the effects of the NBA codes are 
July, August, and September. The first code approved was in the 
cotton textiles industry, which had already been working in a simila r 
direction and was therefore prepared. This code was approved July 
9, going into effect July 17. The bulk of the codes went into effect 
m August and September. But the explanation that the codes were 
responsible for the whole reversal of a rapid recovery is too simple. 

As to prices, one must remember that in late July and especially in 
early August the dollar temporarily ceased to fall on the foreign ex- 
changes and began to rise. Thus the force of foreign-exchange de- 
preciation was entirely removed, and it was natural enough that 
the rise in domestic prices changed from a gallop to a crawl, and 
that the group of raw products of American farms actually declined. 

As to industrial production, it has already been pointed out that 
the extremely rapid rise was in itself suspicious and pointed to tem- 
porary and speculative causes at work. Recoveries from such long 
prostration do not happen in that way. It far outdid the remarkable 
quick rebound from the sharp but short depression of 1921; and m 

1933 this was too good to be true. In fact, several special features 
probably contributed to bring it about. The recovery which was al- 
ready underway had been checked by the banking crisis culminating 
in March; but consumers still got goods; and when regular fiinmning 
was restored, there were inventories to be replenished and back pro- 
duction to be made up. Before this impulse was exhausted, monetary 
depreciation was doing its work, and materials were being bought in 
anticipation of future increases in prices, which had been well-nigh 
promised by the announced Government policy. Seldom do specula- 
tors have anything so nearly approaching a guarantee. To this 
impulse was added the effort of some producers to build up a stock 
of goods at existing costs of production, before the codes should raise 
costs. And the prospect of billions of dollars to be spent on public 
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works ^av e a special impulse to this same sort of thing in the field 
°* j 1 . n £ materials. So when the codes began to go into effect, 
productive needs had been to a considerable extent anticipated : some 
of the work belonging to those months had already been done. Tak- 
ing all these factors into account, it is difficult to escape the conclusion 
that a. very large part of the 1933 revival of production represented 
sheer inflation, much of which was bound to be squeezed out as soon 
as the codes went into effect. So the shrinkage may have meant little 
more than that a part of the production to meet requirements of Au- 
gust and September had been crowded into June and July. With 
this surplus worked off and prices at least momentarily stabilized, 
November a nd D ecember mark only, the beginning of the real test 
whether industry can and will maintain a continued revival under the 
conditions imposed by the NBA codes. 

One contrast between the upward movements in prices before and 
after July has been pointed out by Prof. F. C. Mills.* Until July, the 
movements tended on the whole toward bringing the commodities 
which had lost ground most heavily back nearer to their predepression 
or their prewar relation to other commodities. In September and 
August, the reverse was the case. For example, raw products of 
American farms had lost ground the most heavily of any of the group- 
ings made by Professor Mills ; they made the greatest gains in the 
revival of February- July 1933; and in August and September they 
lost ground, not only relative to other groups, but absolutely. Thus 
there was a setback to the move to restore the relative purchasing 
power of farm products as compared to other things. Whether this 
l was a misfortune or not is debatable ; and in any case the part 
which may have been played by the NBA in helping to'bring it about, 
through raising costs of producing nonfarm products, cannot easily 
be disentangled from monetary influences. 

In the immediate attempt to increase employment and payrolls, the 
act seems to have succeeded. The best estimates place reemployment 
at about 4 million since the beginning of revial. 4 Mr. William Green, 

2\si?n2? ic,e f pul> l is ^ e ? Dece ™ b ? r 17 ’ estimated that since March, 
3,6 i^r??«/^ orke ^ s ha ? oee 11 added to the payrolls of private industry 
and 600,000 employed on public works. During the spring revival, re- 
employment went on at a rate of 500,000 per month, while in August 
and September, with the codes going into eflect and business declining, 
the rate of reemployment was 850,000 per month. 5 So far as one can 
judge from data not wholly comparable, the increase in numbers on the 
payrolls during the spring revival was considerably less than the in- 
crease m production itself. Under the NBA, Mr. Green estimates that 
average hours per week m industry declined from 43 to 37%, while 
average wages per hour rose from 43% to 52% cents. This indicates 
a rise of 5 percent in average weekly earnings, while costs of living 
went up approximately 6 percent, indicating a decline of about 1 per- 
cent m real wages per worker. Thus total payrolls, measured in real 
purchasing power, went up by practically the full amount of the in- 
crease m numbers employed. This could hardly fail to produce a 
favorable effect on retail trade and the production of consumers’ goods. 
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The effect on producers’ goods is more doubtful. The experiment con- 
stitutes a thoroughgoing trial of the diffused-purchasing-power 
theory, applied to industry, not in a state of uttter prostration, but in 
the early stages of revival, complicated by the fact that the revival 
was inflated by temporary speculative elements and anticipatory 
production. 

The case against this payroll-raising program as a measure of re- 
covery has perhaps been most strongly stated by Leonard P. Ayres, 
in his book, ‘‘The Economics of Recovery.” .The argument runs sub- 
stantially as follows. Business fluctuations center in the production 
of durable goods: capital equipment and durable consumers’ goods. 
Fluctuations in the field of perishable consumers’ goods are relatively 
small and correspondingly less important. A general revival requires 
a revived demand for capital equipment^ and the essential conditions 
for this are: a prospect of profits, and freedom from obstructions to 
the mechanism for raising capital funds. There is now a potential 
demand for private capital, not so much perhaps in expanding pro- 
ductive capacity, of which there is generally a surplus, as in making 
good postponed maintenance, replacing obsolescent units and installing 
improved ones. For this private demand the public works program 
is not an adequate substitute. 

In raising wage disbursements and thus increasing costs, the NRA 
is sacrificing the prospect of profits, while the stringent controls in 
the field of securities issues, the new banking act, and the fear of infla- 
tion, all combine to put obstacles in the way of capital flotations at 
just the time when business has not the reserve force to overcome them. 
Thus the NBA is sacrificing the larger value, capital expansion, to 
the smaller, consumers’ purchases, to an extent which threatens to nip 
the incipient revival in the bud. 

By way of developing this side of the argument, it may be added 
that, if demand for private capital equipment revive^ consumers’ pur- 
chasing power will follow as the stimulated industries increase their 
payrolls and disburse their enlarged incomes. And it may be further 
urged that a dollar added to payrolls is only $1 coming to buy goods, 
while a dollar added to profits, at such a time as this, may add to itself 
several dollars drawn from the sources of elastic credit, and throw 
them all into the markets for capital goods. The point may further 
be made that the time when it is really important for wage disburse- 
ments to get their full share and profits not to be swollen dispropor- 
tionately is after the revival gains more headway and is in danger 
of develop ing into an unhealthy boom. And even if the art of stable 
prosperity is not learned during the present revival, past experience 
indicates that the next few depressions are likely to be relatively mild 
affairs, which will give us a breathing space in which to evolve means 
of dealing with the problem, if only we can rise out of the present 
really threatening state of paralysis. 

The case is a strong one; but the conclusion that the NRA should be 
abandoned does not necessarily follow. It may be that the really seri- 
ous obstacles to revival are those not arising from this act itself. If 
the issue of securities is crippled by unduly stringent regulations, and 
if business is hampered by exaggerated uncertainties as to the future 
of the monetary standard, these wrings should be removed. And these 
changes may prove sufficient to permit a revival, slower perhaps than 

27-419 — 65 — vol. 5 21 
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the conventional type (which is merely the prelude to another de- 
pression). but with compensating features which might, if properly 
handled, help to make it more enduring. On the other hand, if im- 
properly hand led, as may more easily happen, they may make future 
instabilities wors6n 

As to the NBA itself, its cost-increasing features do not stand alone, 
but are balanced by features making it possible to protect profits or 
even, perhaps, to increase them. In fact, it may be argued that as 
the operation of the codes develops, there is less danger that profits 
will be sacrificed than that they will be too well protected, by measures 
involving both limitation of output and preservation of inefficient pro- 
ducers. The administration has been wise in approving few codes of 
this general character. The fewer the better, and better still if these 
few can be got rid of when recovery is established. This is the first 
and best line of defense against a serious danger. The Imitation of 
output as a general policy is emphatically not the way to bring about 
l as t in g plenty by putting unused productive powers to work. . 

Once such codes are admitted, power still exists to prevent industry 
from abusing its price-fixing privileges. But the task bristles with 
difficulties, both technical and human, and far more than appear on 
the surface. Clearly, excessive profits as judged by ordinary stand- 
ards may beprevented; indeed at present there is little danger on 
that score. But there is another danger into which systems of tins 
character have regularly fallen: that of stabilizing their own profit 
margins at the expense of stability of. output, with the result of in- 
creasing the strains of business fluctuations on the rest of toe economic 
system. Experience has shown that cartels are an unstabilizmg and 
not a stabilizing dement in the total business structure. 

Even the prohibition against selling below cost, innocent as it ap- 
pears, has its dangers. Cost includes overhead burdens which may or 
may not include return on investment, and may be allocated on a basis 
of actual or normal output. Allocation on the basis of present shrunk- 
en output would swell toe burden per unit so far as to make it Ques- 
tionable wisdom to fix such a unit cost as a minimum below which no 
sale could go. And if interest on investment were included, such a 
rule would nx a depression minimum for all concerns actually higher 
than average concerns can secure on the average of bad times and good. 
Will this De low enough to stimulate revival, or will it be a 

vicious barrier in the ways . , 

More serious still, perhaps, is toe danger of protecting the costs of 
the inefficient producer. The rule against cutting below ones own 
costs may operate in this way, and the quota system emphatically 
does so. And the inefficient producer stands in toe way of the whole 
project of increasing labor’s share in toe national dividend. The 
more efficient producer can well bear such a shift, but the least ef- 
ficient cannot. Therefore, if toe thing is to be done successfully, it 
is absolutely essential that the spread Detween the most efficient and 
toe least efficient be reduced. _ * 

The forces eliminating the inefficient have long been acting too 
weakly. Trade organizations may make .this situation worse.; but they 
may possibly help it. They will not eliminate toeir least efficient mem- 
bers, but it is not unthinkable that they might be induced to help 
toward making more efficient methods more general. Even this will 
encounter resistance, since the more efficient have a vested inter- 
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est in their margin of superiority. But against this stands the. fact 
that the least efficient are often the most demoralizing competitors, 
in price and in labor standards, standing in the way of improved 
conditions which the better elements desire. If the NBA organiza- 
tion can help in this matter, it will justify itself. If it hinders, it 
will defeat the ends of increased wages, and leave the economic sys- 
tem even more unworkable than it was before. 

This is strong language, but the issue rs important; the more so as 
some increase m the share of the Nation’s income going to labor, 
by increased wages or otherwise, is probably one of the things neces- 
sary to reasonable economic stability in the decades just ahead. 

On the whole, it appears that we are on safer jground if we regard 
the act (except for the public works program which is attached to it), 
not as a means to stimulate immediate recovery, but rather as partly 
a measure to substitute work sharing for relief, and partly a means of 
controlling the quality of a recovery already begun, with a view to 
putting it on a sounder and more enduring basis. If it merely avoids 
actually hampering recovery in the early stages, it may still justify 
itself, though even on this basis it faces a sufficiently difficult task. 
Viewed in this way, it might logically have been put into effect at a 
later stage of revival, as already suggested. But if the thing were to 
be done at all, it probably had to be done when the mood for action 
was strong. And the work-sharing feature of the program would not 
have waited, in any case, and would hardly have been acceptable with- 
out the other elements. 

While it is true that revivals center on durable goods, including 
capital equipment, it is also true that they represent, not a sound ana 
enduring increase in demand, but a concentration of expansion which 
cannot in its very nature be maintained. In fact, lacking certain con- 
ditions which are never present, it is a mathematical necessity that 
such a concentrated spurt will increase productive capacity faster 
than total demand, ana must therefore taper off and come to an end. 
When this happens, the volume of production in the capital goods field 
falls off, and with it the volume of purchasing power arising from it; 
and a depression sets in. It is this outcome which needs to be avoided, 
and more diffused consumer spending power during revival is at 
least a means rationally related to this end. In the long run, more 
than this is needed to control future fluctuations. 

As to the prospect of a breathing space with relatively mild indus- 
trial fluctuations, this is to be combined with another prospect, 
amounting to a moral certainty; namely, that the problem of surplus 
labor power will remain with us at least through the next peak of 
business activity ; and we should be wise to plan for a surplus through 
the revival after next. The next revival is not likely to restore tne 
per capita real income of 1928-29; while owing to improved methods 
we shall be able, unless we deliberately refrain, to produce a given 
output with fewer labor hours than during the last great boom. One 
reason for this none too optimistic prediction is that the type of for- 
eign market from which we were profiting in 1922-28 is gone, with 
no apparent possibility of returning. Consequently our domestic mar- 
ket will not include thepurchasing power flowing from those who were 
making money by producing goods for export. It will, of course, in- 
clude the purchasing power which is not being used to buy foreign 
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bonds; but this may have a hard time finding a satisfactory outlet, via 
either consumption or capital investment. 

Another reason is that there seems to be no great new thing, compar- 
able to the railroad or the automobile, and in such a stage of develop- 
ment as to be ready for a very great expansion within, let us say, the 
next 2 years. Transatlantic aviation with floating aerodrome-hotels 
is har dly in this class, though it may well have a considerable future. 
Far more generally useful would be modem plumbing, vacuum clean- 
ers, and electric refrigerators for every family— and also far harder to 
bring to pass in a few years, granted, that the necessary productive 
power existed and would otherwise go to waste. __ . 

We face a difficult task in developing a domestic consuming market 
to match our increasing productive power. “Natural economic forces” 
will absorb increased productive power, but apparently not as fast 
as it is now coming into being. Thus it is pertinent to have in existence 
an organization which is at least attempting to do something more 
about the problem than to promote a temporary boom in capitalequip- 
ment, and is paying as much attention to the potential d emand for 
bathtubs as for transatlantic aerodrome-hotels. In short, while 
the NBA is an emergency measure, the need to which it responds is 
enduring. 

In conclusion, while it is not a priori impossible for a present-day 
economic system to lift itself by itslbootstraps, the attempt is not with- 
out dangers. A few cautionary propositions may be laid down in dog- 
matic form, for lack of space to develop them : 

(1) Increased prices due to purely monetary causes can stimulate 
activity, but the effect will quickly pass off unless a more solid 

basis jg 

(2) Transfers of pur chasing power from one group to another, 

brought about by public fiat, may stimulate activity under given con- 
ditions, but they bear a heavy burden of proof. . . 

(3) Increases of wages at the expense of the necessary minimum of 
bu siness earning s (whatever that may be in a given case), or increases 
of prices by monopolistic means at expense of demand, are not revival 
measures at all, but the opposite. Exceptions may be made for prices 
which are increased from a genuinely ruinous level to one not above 
what is esse nt ial to that elusive “necessary minimum of business earn- 
ings,” but the perpetuation of the price-raising machinery will make 
future instabilities worse and not better. 

A final word as to the organization of the NBA, regarded as the pos- 
sible germ of a “social constitution for industry.” It is in line with a 
movement which is probably inevitable, and which, when it has de- 
veloped far enough, may well bring about a far-reaching^ transfor- 
mation in the character of industry. But the present writer has a 
wholesome respect for the requirements of an adequate “social con- 
stitution for industry” which makes him cautious about accepting the 
4»1n.inng of any curr ent proposal — including such proposals as he has 
himself been able tentatively to formulate. 

Employers necessarily interested in profits may fed a genuine re- 
sponsibility toward the broader bearings of what they do — may even 
recognize that such an interest is a necessity for them as a group. But 
the urgent pressures of their private business necessities are paramount 
when things come to a conflict. A “social constitution” must organize 
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a group whose interests as a group are in harmony with those of the 
society. So far as hours and conditions of labor are concerned, organi- 
zations of employers in single trades may do much good, since nere 
some at least of the worst evils arise from demoralized and demoraliz- 
ing competition, acting in an imperfect market withgrossly unequal 
force. But when it comes to questions of output, prices, and profits, 
the case is different. And the basic social interest for the purpose now 
in hand is the interest in output in using our productive resources to 
produce goods, not in protecting or enlarging the income of any group 
as such. 

The interest of a single businessman under genuine competition is to 
increase production simply because competition will not let him gain 
by limiting production. The group that includes all the employers in 
one trade is proverbially the group whose interest lies in limiting pro- 
duction ; ana organizations of this sort, intended though they may be 
to promote social ends, have this basic force to reckon with. Once we 
have broadened the unit of organization beyond the single competing 
business enterprise, we must go a great deal further before we shall 
have a group whose interest as a group lies in increasing production 
rather than in limiting it. The group must incorporate — and not 
merely in an advisory capacity — labor, consumers, public. In fu lfi lli n g 
this requirement, there is need, for more thoroughgoing representation 
of these groups on existing code authorities, but this alone will 
probably not be sufficient. We have not yet evolved an adequate form 
of constitutional organization suited to this situation, so different from 
those which form the setting of our system of political representation. 

More practical perhaps is a different kina of enlargement. Two 
great objectives are : stablized demand for durable goods, and sustained 
general purchasing power. If one business were to stabilize its demand 
for plant equipment, it would help stablize the demand exerted by the 
members of the equipment industries, but the benefits would be diffused 
among industries in general. Or if this business pays high wages, it 
sustains consumers’ purchasing power, but again the benefits are dif- 
fused among industries in general. Industry as a whole gets back what 
it contributes to such policies as this, but single industries do not. 
Hence their interest in such policies is far weaker than that of business 
as a whole. Under the circumstances, it is remarkable that the philoso- 
phy of high wages has made the headway it has. But so long as it is 
merely a philosophy, it will not go as far as the interest of business 
requires. 

To that end, it needs to be converted from a mere philosophy, into 
an organized interest, wide enough to include those who contribute 
and those who benefit, on a basis somewhat more solid, than mutual 
expressions of good will. This requires a genuine affiliation of con- 
sumer-goods industries, capital-goods industries and credit institu- 
tions, capable of stabilizing capital investment and demand for dura- 
ble goods, sustaining diffused purchasing power and reducing the 
spread between the most efficient and the least efficient producers. 

Such a system involves reciprocal agreements between capital- 
equipment industries and their customers, in which the capital 
equipment industries would use systematic price concessions in the 
duller periods to make it worthwhile for their customers to assume 
the costs and risks of putting their requirements on something like a 



1902 



SELECTED READINGS IN EMPLOYMENT 



scheduled basis. The cooperation of credit institutions would be also 
required to provide a basis on which orders might be maintained in 
what would otherwise be a depression, as well as to restrain tenden- 
cies to expansion of the boom type. This is a form of customer 
representation which, difficult as it plainly is, might yield tangible 
results. It might require the setting up of quotas for equipment 
expansion as distinct from output, and would almost certainly call 
for a more coherent organization of credit institutions themselves. 
In attempts to stabilize demand for durable consumers’ goods, control 
of credit would have to bear the brunt of the burden. 

Industry may or may not be capable of evolving a workable con- 
stitution of this sort. Toward such an end, the organization set up 
under the National Industrial Recovery Act is only a step, portentous 
as that step may now appear. It is an intermediate stage, at which 
some of the worst dangers of the whole movement are encountered, 
while the full benefits are not yet within reach. 



[From the Yale Review— December 1934] 

FIFTH WINTER OF UNEMPLOYMENT RELIEF 

(By E. Wight Bakes) 

For the fifth consecutive winter the United States faces “emergency 
unemployment relief on a grand scale. The unyielding dimensions of 
the “emergency” challenge our confidence m the ability of our indus- 
trial ma chiner y to provide a satisfactory standard of living for aU of 
us. In financial terms, in human terms, in terms of repercussion 
upon government, the problem of providing for the men without jobs 
hangs like a great black cloud over the Nation s future. 

The total public obligations— Federal, State, and 
strictly for unemployment relief in the year 1933 andtiie first half of 
1934 averaged $894,302,510 for a 12-month period. This ^exclusive 
of the $824 million spent upon CWA projects. It is exclusive of the 
money spent for the Civilian Conservation Corps. It is exclusive of 
the money spent by the Public Works Administration on emergency 
housing and other public works. It is exclusive of the money, spent 
by the Department of the Interior for the setting up of subsistence 

k Consider for a moment what this means. It means that we are each 
year spending strictly for unemployment relief a sum which would 
almost build two Panama Canals. It does not quite equal the billion 
dollars and more that we spend for interest on and redemption of ob- 
ligation for past wars. Had the relief expenditures been met out 
erf current income, we should have spent a quarter of a billion doU ars 
more than we collected from current Federal income taxes in 1933. 

Consider the magnitude of the problem in human terms. In Julv 
of 1934 about 17 million persons (1 out of every 7 of our population) 
werereceivingrelief. In 39 States more than a tenth of the total popu- 
lation, in 15 States more than a sixth, in 9 States more than a^nfth, 
and in 1 State, South Dakota, over a third of the people were existing 
on the money given them from public funds. The Federal Eio^g^ncy 
Relief Administration unemployment census of October 1933, indi- 
cated a still more serious aspect of these numbers. Over 50 percent 
of the families were in eight States, and over 33 percent of the fpnlies 
were in the four States of Pennsylvania, New York, Illinois, and 

Q ^ 0 

Furthermore, this problem will be greatly increased this winter. 
The burden will probably be greater than any we have borne in the 
last 4 years. The reason for that is clear. Four winters of severe 
economic weather have exhausted the resomcesof a large part of our 
working population. During the winter of 1933-34, fwo-thirds <rfthe 
new applicants for relief had never received it before 1933; and fresh 
recruits are being constantly added to the relief army. Even if (®y 
the normal number were to fall victims to the hazards of fortune this 
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yea" the proportion of those to whom that event would mean actual 
destitution would be large. When we view the prospects of the next 
9 or 10 mo nths , we cannot do so with any confidence that an uptake m 
business will result in the lessening of our relief load. 

A problem of such magnitude demands a relief program which 
raises issues of tremendous importance. Is our program adapted to 
the needs and characteristics of the unemployed group ? Can we pay 
the bill? Are we being realistic in allocating the responsibility for 
paying that bill? Can we administer such a vast system efficiently ( 
Is our relief effort aiding the unemployed in the maintenance of char- 
acter and morale ? Is tins effort also consistent w*h business recovery 
within the present economic organization, or is it tending to per- 
petuate itself, setting up, as it were, an economy within an economy? 
Is it accompanied by and in harmony with efforts to stimulate pnvate 
business and reabsorb the unemployed into the regular industrial 
army ? We can well afford to give serious attention to these issues. 

The first fact we run into when we ask whether this system is 
adapted to the nature of the unemployed is that we have few facts. 
We do not even know definitely just how many unemployed we have. 
Certainly we do not know how they should be classified, according to 
employability, length of time out of work, and occupation. The ad» 
ministration is at the moment summarizing a survey of the relief cases 
of 80 cities in the United States. But even granting the adequacy of 
such surveys, they tell us very little about the total number of the 

unemployed. , . _ . . 

One fact which should dominate our thinking is that the unem- 
ployed on relief are not the only workers out of jobs. During July and 
August of this year there were approximately 4 million families on 
public funds. Roughly, this means that there were at least 6 million 
unemployed in these families. If we accept the American Federation 
of Labor estimate of unemployment for this same period, there were 
between 3 and 4 million out of jobs for whom no provision was made. 
Our relief measures do little for a family until it becomes destitute. 

The one big attempt to date to deal with this group on the road to 
destitution was the CWA project. How well did that succeed in meet- 
ing their problem? The original plan was that half the number on 
CWA projects should be drawn from relief rolls and half from those 
without work, but with no respect to their needs. As a matter of fact, 
the large majority came from relief rolls. Only about 50M00 of the 
4 million eventually engaged were hired through the U.S. Reemploy- 
ment Service. How close this group was to the borderline of destitu- 
tion is shown by the fact that practically all taken from relief rolls 
and a high proportion employed through the nat iona l employment 
service returned to the relief rolls as soon as the CWA project was 

completed. ... . _ 

There were many criticisms of the CWA. It was said that political 
patronage dominated the assignment of work; that wages were too 
high in certain sections, making it difficult for local employers to 
secure labor at an economic rate; that the work was inefficient. But 
the fact remains that the CWA was a serious effort to spread a net for 
those in transition from jobs to charity. The coming winter will see a 
renewed need for such a net. 
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The Public Works Administration has been kept from extensive 
functioning as a relief organization. That policy should be mam- 
tained. The PWA can best focus on providing jobs for those who 
are not yet on relief. Whatever the rearrangement of responsibility 
during the coming winter, this group of men now moving from wages 
to relief should not be forgotten. They are daily augmenting the 
relief rolls as they arrive at acknowledged destitution. # 

It is relevant here to discuss the place of unemployment msurance, 
for it would provide another excellent method of meeting the needs of 
this transition group. So far only one State has made such a measure 
a part of its attack on unemployment. Present mdications are that 
the coming session of Congress will attempt to direct legislation by the 

States to mis end. „ . , . , 

Unemployment insurance is a method of compensation for loss of 
wages through unemployment which assumes a veiy defamte 
picture of the workers of the country going about their business 
of getting a living. It assumes that adults go daily to work for 
wages; that they normally expect and get a full weeks work; that 
they normally expect and get work throughout the year; that when 
they do fall or step out of a pb, it is for a brief period, and that then 
they find another job. It assumes that the period of unemployment 
is ended as quickly as possible by the desire and initiative of the 
individual. Such a routine is still characteristic of the large majority 
of our workers. It may be characteristic of those who have recently 

16 Unemployment insurance is adapted only to the case of a man who 
has been jobless for a short period. For such a period, a simple cash 
subsidy to help him maintain his normal standard of living and in- 
dustrial quality is his greatest need, and this subsidy could be pro- 
vided by insurance. After a man has been without work for 6 months 
or more, he begins to lose his sense of participation in the coimnunity 
life, and his skill at work; his health tends to deteriorate; his whole 
world threatens to crumble. In this case, lie needs assistance other 
than a cash subsidy. He needs work in line with his occupational 
qualifications. He needs in many cases industrial rehabilitation. 
Any sound program for dealing with unemployment should take 
these facts into account during this period of 6 months to a year when 
a man would be receiving a compensation for his loss of work. After 
that time, carefully planned relief work may be called upon not only 
to supply his financial necessities but to rehabilitate his physique, 
his slnfi, and his social status. . 

It is well to recognize that the immediate effect of unemployment 
insurance so conceived — and, indeed, all forms of social insurance- 
will not be to lighten our relief load. The primary object of such 
measures is to prevent that load from increasing. A predominant 
majority of those now on relief have been out or jobs so long that 
they will not qualify or could not qualify for unemployment msur- 
ance. The net result of any unemployment insurance act proposed at 
present would be simply to spread a net for those who are in transition 
from work and wages to relief, and to keep them from augmenting 
the group who are at the moment destitute. 

Another characteristic of the unemployed group is that an un- 
known but certainly large number of mem form a permanent prob- 
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lem. Many of them will be left stranded even by a return to normal 
industrial activity. Depressions increase efficiency of some plants 
and remove others completely from competition through bankruptcy. 
Certain industries like coal are probably facing a permanent con- 
traction of market. Men have grown 5 years older since 1929, and 
many who were considered employable 5 years ago would not now 
be so considered. The normal rate of retirement of successful or 
superannuated workers has decreased sharply, leaving the competi- 
tion even greater in the upper age range. He is indeed optimistic 
who foresees a business boom which will absorb all those workers 
who found places in 1929, many of whom through personal handi- 
caps or lack of industrial qualities were even then dangerously near 
the unemployable stage. 

What is to be done for these stranded workers? Local communi- 
ties will undoubtedly keep many of them on permanent relief rolls. 
But it is hard to believe that any large group of workers who before 
1929 were effectively related to the industrial machine, and who un- 
doubtedly retain a good deal of their industrial equipment and abil- 
ity, nflusfr be considered as definitely retired from the industrial ranks. 
Certainly they have productive possibilities which no c ommunit y 
can afford to waste, let alone support in idleness. 

So far our only answer to this particular question has been the sub- 
sistence homestead plan for the surplus workers in decaying industries 
like coal. Garden homesteads near industrial centers have been es- 
tablished for such workers who, it is hoped, will continue with one 
foot on the soil and the other in part-time industrial employment. 
The homestead projects look forward to a time when these workers will 
be supported or be supporting themselves with a minunun i amount 
of money. But experience both here and in England indicates that 
little success will attend these projects unless they offer an opportunity 
for wage earning or for cash sale of products to provide goods or serv- 
ices which cannot be self-provided. Will sucn measures meet the 
need? Probably not. Funds at the command of the Division of 
Subsistence Homesteads in the Department of the Interior, would 
permit rehabilitation of about 10,000 families. Any development 
of this program must necessarily move slowly. Training for its spe- 
cial activities is necessary. The right cooperation with industry must 
be established. Some way must be found to produce salable and non- 
competitive goods. All these factors set limits to the immediate use- 
fulness of such measures. 

It is probable that any well-advised attempt to meet the problem 
of the worker whom an efficient private employer no longer needs will 
be in one of two directions. He may be absorbed into enterprises in 
which he is producing for his own use or for the use of others who are 
similarly employed, or he may be enlisted in something akin to a na- 
tional labor force, which could be organized and set to work on com- 
munity jobs. The dangers to private industry in such alternatives 
are obvious. It may be that this is the price we shall have to pay 
for our inability to use these men in normal industry. 

Belated to the question of whether the relief program is adapted to 
the kind of unemployment we are facing is another question. Are 
we meeting the social and psychological as well as the physical needs 
of the unemployed and their families? It is beyond the scope of 
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tliis article to discuss the extent to which relief allowances supply the 
minimum requirements of clothing, food, and shelter. During June 
the average amount of relief per family in the United States was about 
$30 in the principal cities, and about $18 in the rest of the country. 
Localities vary, and this average includes a number on partial relief. 
But it can scarcely be argued that there is any sizable surplus above the 
supply of mere pnysicar necessities in the cash allowances which peo- 
ple on relief are getting. ...... 

This problem of meeting the jobless man’s social needs is primarily 
one of the kind of aid provided rather than the amount. Is he to 
be offered commodities or cash? — a job or a dole? If it is a job, is it 
one adapted to his skill? Are private agencies which are equipped 
to help the worker with his problems other than maintenance, being 
adequately supported! These are the issues involved. 

There are many complications in the question of cash relief as 
against commissary or grocery-order relief. The first is the most 
expensive. Colcord and Kurtz have estimated that in a locality in 
which a commissar y distribution would cost $20.69 per family per 
month and a grocery order would cost $25.31 for the same period, cash 
relief would cost $27.32. If our dominant problem were strictly one 
of financial economy, commissary or grocery-order relief would clearly 
be preferable. But there is danger in it, for the removal of all choice 
in the matter of expenditure, and so of all responsibility for such 
choice, from any group is exceedingly demoralizing; it is liable to 
m nfrp the recipient a pauper in attitude as well as in fact. This is 
not a small matter. It is decidedly important that the last barrier 
between the individual and complete public dependency should be 
maintained, and that wherever possible help in the form of cash should 
be given preference over the other types of direct relief. 

From the social standpoint, provision of work is, of course, pre- 
ferable to an outright dole, and should be used as far as is practicable. 
But here, also, the argument of cost weighs heavily. It is estimated 
that it costs about one-third more to provide work for the unemployed 
t.Tmn to give them the same amount of financial aid by direct relief. 
Supplying materials for work is a knotty question, although it should 
be noted that expenditures for materials serve as a stimulus in pro- 
duction to private enterprise. And again in this method of dealing 
with unemployment there is danger of demoralization. Belief work 
is frequently inefficient. It is bound to be more or less inefficient. The 
worker knows this, and the effect of nis knowledge is unfortunate. 

But the fact remains that in op world a job is the core around which 
normally every man’s daily activities are organized. Our habits and 
our thimringare adjusted to that fact. Our social institutions assume 
that fact. The rewards of work are many, and certainly they are not 
limited to the wages received. Without such rewards as social status, 
physical exercise, and mental satisfaction that a job affords,. we disinte- 
grate and tend to lose our useful relations to our fellow citizens. 

The present relief administration is fully alive to the necessity of 
providing men with jobs wherever possible. Mr. Hopkins, in par- 
ticular, is definitely committed to the policy of work rather than doles. 
Preliminary reports indicate that during June when some 3.167,000 
famili es and individual persons were receiving direct relief, about 
1,480,000 families and single persons were receiving work relief. The 
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plans for the coming winter propose an enlargement of the work-relief 
group. Furthermore, every effort is being concentrated on suiting the 
work projects to the skills and abilities of the unemployed. Provision 
is being made for white-collar workers. Funds are available for the 
employment of experts to devise new projects. Considerable expan- 
sion is still necessary in this program. Such expansion is well fitted 
to the stage of unemployment in which most workers on relief now 
find themselves. They have been out of work so long that they are 
sadly in want of the renewed discipline, exercise, and satisfaction of a 
job, 

A major problem in the adaptation of relief to the social needs of 
the unemployed is how to provide training and discipline for the 
young men who have not secured jobs. During the last 4 years, a new 
generation of young people has come into the labor market. About 
2^4 million American boys and girls annually reach 16. Not all of 
them, of course, seek work, but a large enough proportion does so to 
give one pause. To the solution of this problem the CCC has un- 
doubtedly contributed in solid fashion. By the end of September 
850,000 boys had had the experience of these camps. In addition to 
advancing the Nation’s forestay program from 5 to 15 years, the camps 
have made a contribution to the physical health and the social stability 
of all who have come within their scope. The physical and social re- 
sults probably justify a large expansion of this activity if any useful 
work can be found for them to do. 

On the whole, it appears that the will apd the understanding req- 
uisite for meeting the social and psychological as well as the physical 
needs of our unemployed exist. But in our preoccupation with our 
huge public relief program we must not allow ourselves to minimize 
the importance of maintaining adequately our private charitable and 
character-building agencies, for their long and fruitful experience 
with personal problems of adjustment in an insecu t world is more 
than ever essential to the welfare ol ! the community. 

In any discussion of ways of relief, there is the ever recurrent chal- 
lenge, “Can we afford them?” I do not see how that question can be 
answered, except by saying that we can afford them if we choose to. 
National expenditures are open to choices dominated by many motives. 
It is misleading to pick out any type of expenditure and say we can- 
not afford to go beyond such and such a point in it. Nations, like in- 
dividuals, may add to expenditures in one column and subtract in 
another. Moreover, the revenues of government may be augmented 
or decreased within limits. Most individuals would define those limits 
by reference to their personal financial pains in paying taxes. 

There are indications that the willingness and ability of citizens 
to supply funds to private charities are decreasing. Clearly, private 
chanties cannot “afford” to spend more than they are able to get from 
their donors. There is evidence also that our cities have, in general, 
reached the limit of the extent to which they can levy taxes upon real 
estate and collect those taxes. They cannot “afford” expenditures 
beyond that limit unless they alter their system of taxation. It is well 
known that many municipalities (although a decreasing number, 
according to a late report by the Municipal Securities Committee of 
the Divestment Bankers’ Association of America) are in financial 
difficulties owing to the relief load. 
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Now the question arises whether the Federal Govenunmt has Ure- 
wise reached the limit of readjustment of expenditures and increase in 
J^Trthe purpose of relief. It is easier to answer the question 
with the voice of a politician than with the insight of an 
The tax experience of European countries would make an 
answer improbable. But however that majr be, of thismuch onemay 
be confident. Those interested in preserving the essential basis of 
our capitalistic, industrial society will be well advised not to speak 
too loudly about the inability of that society to provide ^n^imumof 
healthy maintenance for every citizen. This 2J the Marxist c °ntentaon. 
To admit that we cannot afford a decent standard of iiving for ewry 
man, woman, and child is to play directly into the hands oftho^who 
wish the essential capitalistic basis of our s^iety radi^Uy chang^ 
Equally important with the question of the total cost is the matter 
of the distribution of that cost. Are we realistically andfairly dis- 
tributing it over the various possible bearers of the burden. The 
Sientracts are very quickly stated. In the firstplace, theproportion 
borne by private donors has decreased tremendously. In the early 
vears of tne depression private contributions for reli^ purposes ac- 
counted for 30 to 40 percent of such expenditures. This Foportion 
is now estimated at less than 5 percent. Equally startling is the pro- 
portion which is now being borne by the Federal Government m con- 
trast with local or State governments. From the Riming of 1933 to 
the end of June 1934, we spent strictly on relief $1,3^ millic m. Almost 
two-thirds of this amount (62.8 percent) was furnished by the Federal 
Government, 16 percent was tarnished by State governments, and 

21 |h^ n proportio^h^^OT!are not accurate for all the States. The 
relief programs of the several States are supportad ^y the Federal 
Government in varying degrees. During 1933 the distribution ranged 
from Connecticut^wmch received about 12 percent of its relirf funds 
from the Federal Government, to South Carolina, which received 99.7 

percent. During this time, 19 States were gettmg over four-fifths of 

their funds from Federal sources. During the second quarter of 

19 ^ the whS^Sd^rihu^m represents an adjustment toeconomic 
and social facts. The Federal grants to the States cannot be made on 
the basis of a blanket formula. There are too many variables in the 
sHuation. For example, States differ as to the ^ of their groups 
on relief, and also as to their economic resources and their coiKtitu- 
tional limitations upon borrowing. Moreover, relief ne^ flnctaate 
from month to month owing to economic or natural ronditmns whi^ 
are not anticipated, and probably cannot be anticipated, by legislatures 

W ^The question of tSe source of funds for large-scale unemployment 
relief is an important one. Should that source be pnmarUy the local 
community, theState, or the National Government? Out of our ex- 
perience with unemployment there is very rapidly gaining ground a 
new principle, and the principle is this: unemployment is a national 
problem. Therefore, it should be dealt with rn a national way. No 
one locality is responsible for the economic weather 
or depresses industry. A discontinuation of certain industrial actm- 
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ties may be necessary in view of the interests of the total national 
economy. 

Furthermore, an increased tax burden upon local industry decreases 
the chance of profitable operation there. Curtailed operations spell 
larger relief burdens. The circle is complete. Thus tne distribution 
of the dominant burden of cost over as large a geographical area as 
possible would seem to be the most feasible way otcarrying the load of 
unemployment. Yet under our political division of responsibility , it 
is probably unwise to place the whole burden upon the Federal Gov- 
ernment. We live in areas whose interests frequently conflict, and in 
fill probability a complete allocation of the load upon the Central 
Government would result in a race for Federal funds. But the fallacy 
of placing the burden, even if it were possible for it to be borne, en- 
tirely upon the local government, is obvious. 

Another question frequently raised is whether such an immense 
amount of money as is now needed for relief can be administered, on 
a high level of efficiency. The answer is necessarily in the negative. 
The relief of 17 million citizens— 1 out of every 7 of our total popula- 
tion — involves the setting up of one of the most gigantic production 
and distributing businesses ever attempted within our borders by a 
single enterprise. It involves organizing a working force of 127,000 
aids. Compare this with the employment rolls of any private enter- 
prise in the United States. There are more people engaged in it than 
are employed in the operations of the General Motors Co., and about 
the same number as are employed in United States Steel Corp. More- 
over, consider that these business enterprises have developed from small 
beginnings, new processes and departments being added, in most cases, 
with the ground well surveyed and the personnel in possession of some 
experience. But the organization of tne relief forces of the country 
had to be accomplished almost overnight. Furthermore, this had to 
be accomplished with an inadequate force. The American Associa- 
tion of Social Workers had in 1931 a total membership of 5,600. A 
Federal census study of June 1932, gives the number of social workers 
in the country as 31,241. . The majority of these social workers are in 
the private agencies, which at the moment are administering about 5 
percent of the relief funds. To expect of our public relief administra- 
tions efficiency in any sense of the word satisfactory to a businessman or 
an industrial leader is, therefore, to expect the impossible. 

Inefficiency is deplorable, and no one is more alive to the need for 
increasing the efficiency of our relief staff than the State and Federal 
administrators. In many cases, too, inefficiency is inexcusable. But 
it is not the primary issue in considering the extent to which relief 
should go. The main question is this : What must be done in order to 
maintain thehealth, the spirit, and the confidence of our fellowciti ^ens 
in a way which will enable them to support themselves when oppor- 
tunity for self-supjport is once more available? 

Our next question is clouded in controversy. What has the relief 
program done to the character and morale of oui? unemployed f What 
is it doing to their willingness to support themselves? Are we creat- 
ing a class of people who will never willingly work again? Discus- 
sion of these points is in the <( it stands to reason” stage. No really 
adequate facts on the effects of relief on employability and morale are 
available. But certain facts are known. In the first place, most of 
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these people on relief are workers with an experience of work disci- 
pline. They have enjoyed and have been trained in the advantages of 
work. A preliminary analysis of the data, from an FERA survey, 
on 50 cities gives us the following information: Only 7 percent of 
those who are working or seeking work while on relief have never had 
a job. About 95 percent of these are under 25. Three-fifths of the 
potential workers on relief had had at least 5 years of experience in 
their normal occupation. One-half of them had worked 5. years for 
one employer. Thus the relief group is made up predominantly of 
those who have been industrially useful for substantial periods of tune. 

On the other hand, these workers have lately been unemployed for 
long periods of time and have lived in harsh circumstances, not easy 
forthem to understand. The same preliminary information on unem- 
ployed work seekers referred to above indicates that 13 percent of the 
total number had lost their jobs in the 5 months preceding the survey, 
another 29 percent during 1933, another 21 percent during 1932. and 
another 16 percent during 1931, leaving about a fifth who had lost 
their jobs during or before 1930. It is not hard to imagine what effect 
the constant tramping about in search of jobs which were not there has 
had upon the 87 percent who have been out of work longer than 6 
months. 

Added to this is the fact that certain groups, especially Negro 
groups, are actually better off than they were before. Many who for 
years had worked only casually if at all, and maintained a standard of 
Jiving hardly worthy of the name, have suddenly found themselves 
in possession of a standard above that to which they were accustomed. 
One is, however, hardly able to believe that a relief scale which is at a 
maximum in New York State, with $44 per family per month, has 
uncovered any large number of workers who are in this nappy position. 

That this small group of workers is better cared for as relief clients 
than as wage earners is not surprising. There are competent investi- 
gators and social workers, dietitians and public health officials on the 

{ ob to see that the relief program is as adequate as possible. They are 
>ringing to their task a knowledge of individual needs and social needs 
which has grown out of a long experience. We are learning slowly 
that a certain income is necessary to keep body and soul together^ that 
wants fluctuate, that members of certain occupations require a higher 
standard of living in order to function as intelligent citizens than those 
in other occupations. So we are beginning for the first time to bring 
out into the open what has been private knowledge among wage earners 
and workers the world over for many years. This knowledge is be- 
coming a part of our “wisdom of experience,” and we cannot escape it 
in the future. 

If private industry is unable to attract men from relief rolls, who is 
at fault ? Is it the relief system which offers a minimum standard of 
living which we are finding necessary in order to maintain the physical 
and tne mental efficiency of our working populati on ? Or is it a system 
of industry which can offer men no more than this? There is an 
implied criticism in these questions which are now being asked. 

Such criticsm either of private industry or of the relief enterprises, 
it seems to me, will remain completely beside the point until industry 
is able to provide work for these men and until it encounters a labor 
shortage because men refuse to come back to work. The real danger 
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of a permanent relief roll is not that men will have no desire for work, 
but that such a desire will make no difference. The way to gage this 
sort of malingering would be to establish as quickly as pj^sible an ade- 
quate systenf of labor exchanges. Then at least we could dtack up on 
the individual unwillingness to the extent that unwillingness would 

n> TnSc ^mtl issue to be considered in this article is whether at all points 
the relief program is consistent with business recovery within ourpres- 
ent economic organization. The most solid body of cnticism directed 
toward this issue arises from those who fear the effects of Government 

production-f or-use enterprises. , . . __ , . OKn 

Some relief efforts appear to justify this fear. Thepmrhaseof 2!50,- 
000 bales of cotton to be distributed among several States without 
charge for the making of mattresses and comforters giving employ- 
ment to about 60,000 women is one such effort. The processing of over 
a millio n and a half cattle bought to relieve the drought problem is 
another. The processing and distribution, through the Federal sur- 
plus relief, of cotton, hides, foodstuff, and the like taken off the mar- 
ket by the AAA, the setting up of industries, including furniture, to 
meet the cash needs of the maintenance homesteaders, the subsmnnng 
of self-help organizations to the extent of about a million dollars 
between August 1933 and June 1934, the definite organization of pro- 
duction units as work relief, are all items that arouse such fears. 

The fears might be justified were it not true that the part played at 
the moment by such efforts is a negligible part of the relief pictnc^ 
The total retail trade in the country in 1933 amounted to about v-b 
billion. Federal relief funds provide less than 3 percent of this busi- 
ness. About one-fourth of this 3 percent was expended in work relief. 
About one-tenth of the work relief expenditures went to the produc- 
tion-for-use enterprise. That brings the amount of competition from 
such sources down to an insignificant figure— too msignmcant to 
justify fear— except as fear of what might perhaps cevelop from this 

small beginning. . . . 

There is a growing group of observers who favor the expansion of 
such relief measures. The unquestioned stimulus to morale which a 
chance to produce gives a man broken by a long period of idleness, the 
possibility of adapting the enterprise to the occupational skill of large 
numbers, the obvious superiority of such activity over mere _ ‘busy 
work, the opportunity to use individuals who, for lack of projects or 
lack of qualifications, cannot he used on public or civil works— these 
are advantages worth considering. There are many who contend that 
the processing and distribution of surplus raw materials are, in our 
condition of unsatisfied wants on the part of a quarter of our popula- 
tion dependent on jobless breadwinners, more sane and civilized than 
the destruction or the reduction of such materials. . 

I canno t feel that the cry that such production-f or-use units would 
interfere with private business is justified. The workers who are being 
supported by such methods represent the failure of private business to 
support our entire population. Having failed to support them all, 
Lag private business tne light to compete for public funds expended 
in their support? If public funds can be spent better and more effi- 
ciently by organizing the unemployed to produce for their own use 
the things which they need for a living, then that is a legitimate ex- 
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depends upon positive large-scale measures. To use relief b^mess as 
a stimulus or as a stabilizer is not only futile but an anachronism of 

^IZtterway of putting this issue is to question whether thejelief 
enterorises are correlated with other forces winch arise to stimulate 
priXbStoSs It is beyond the toope of this article to dis^ tim 
economics of pubUc works or any other measures to “ 
inc power, raise prices, or promote private business. But it is relevant 
to point out the connection of huge Government expenditures i and ^ the 
maintenance of so large a proportion of our population on public funds 
with such attempts. For better or for worse we live in an economic 
system in which opportunities for self-support depend, among ptber 
factors, upon the ability on the part of employers and investors to see 

to SraUt for expansion and no investor is going to be anmous to 
provide it unless these outlines are evident. That is i why a substantial 
EromS of the revival of foreign trade is important. That is why an 
economically sound development of the famers’ purchasmg power is 
important. That is why tVie existence of 17 million on rehef and of 
at least 10 million more on vanishing resources stands as a black cloud 
on Sy horizon open to the view of employers True, the Gove^ient 
is supporting ^purchasing power of that 17 million at a level far 
below its former amount, but how long can this support la ^* 
going to be the permanent job basis for purchasmg power of this 
froup* The impossibility of expecting rehef purchasmg power to 
present a sizable basis for expansion is obvious. ... 

P Granting that we propose to continue to depend upon competition 
for profit as the power source for our economic orjpnization, our only 
hope is that thisarmy of unemployed will be absorbed into private 
industry. Only there can it secure the means for the satisfaction of 
increasing wants. No amount of price raising a ^d pump P ri °™F 

power will stimulate manufac 

expansion must be postulated — — . 

We do not know enough 
Etomcetiug the need as any methed. Them are dangei^ The 



penditures may arouse rears oi me bvcuuwi u^j — “r r’™’ 
they may act as a peg for prices and wages out of harmony with eco- 
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nomic realities. Such a program may be too inflexible to provide for 
gradual transfer of men from public to private enterprise. These 
dangers will have to be faced. The housing plan, however, is one of 
the few remaining plays that the quarterback of the relief team can 
call to advance the ball of private industry. 

Seen in the large, the problem of relief transcends the care for our 
present relief load. It mvolves the question whether today’s relief 
cases are to become semipermanent and whether their numbers are 
to be augmented by new recruits who cannot find opportunity for self- 
support. In brief, it involves the issue of reabsorption of our unem- 
ployed into the ranks of private industry. 

In the long run, the problem must come back to plague the days 
and nights of the management and ownership of private industry. 
The person who works the pump handle always has to work harder 
than the person who primes the pump with the bucket of water. 
Now, there may be advantages to investors in industry in supporting 
individuals within another type of economy, a relief economy, rather 
than giving them jobs. It may be that industry can earn greater 
profits and can pay larger dividends by using the more efficient work- 
ers whom at the moment it is using than by absorbing those who at 
the moment are unemployed. But if our industrial organizations 
cannot provide a living for these men by giving them jobs, then it 
must support them on charity, and ultimately, that cost will come 
back on industry in taxes. The question, then, is whether industry 
shall support a part of the population in this indirect way or whether 
it shall support them by means of jobs. It is likely that industry will 
not voluntarily undertake the reabsorption, for such a process means 
higher costs and less efficient production. The Government may be 
able to stimulate reabsorption bv an extensive construction program. 
It may be that we shall have to develop a new and useful set of public 
services for the unemployed. We may have to organize the offcasts of 
industry into production-for-use units. Private industry will prob- 
ably allow the Government to undertake some such experiments as this 
before it comes to grips itself with the problem of making provision 



industry into production-for-use units. Private_ industry will prob 

G' 

fore it comes to grips itself with the problem of making provisii 
for the total number of people who are actually members of the 
industrial army. 

Somewhere m my boyhood memories is a story of the Civil War 



told me by my grandfather. A regiment was being driven step by 
step into a swamp. When help finally arrived from a new regiment, 
it had the double job of rescuing its comrades from the swamp and 



forcing off the enemy. The story illustrates our present complex 
relief problem. We are not concerned alone with maintaining a static 
group. We must try to relieve destitution, and at the same time we 
must try to prevent it. 

On the whole, we are making a bold and successful effort in that 
first task. It is to the credit of the present relief administration that 
is doing such excellent work while the battle for putting the forces 
of insecurity to flight is still being fought. There are also evidences 
here and there that we are creeping up closer tx> the real source of 
our difficulties — the progressive economic and social deterioration of 
jobless men. We are helping them to hold their ground. The«*fftimu- 
lation of private enterprise is our largest hope. The establishment of 
old-age pensions, which retire workers early enough to reduce their 
competition for jobs; health insurance, which can all but eliminate 
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sickness as a cause of destitution; unemployment insurance, which 
would go beyond the totally inadequate benefits of 10 to 15 weeks now 
proposed and would cover the period during which a cash subsidy is a 
sound adjustment to the needs of the unemployed — there are the steps 
we must now prepare to take. Assuming that we are able to con* 
tinue the present efficiency of our relief program, the next step is to 
throw security around the lives of the employed and the unemployed 
who have not yet been forced to depend upon public funds. 



[Prom papers and proceedings of the American Economic Association, 

March 1935] 

UNEMPLOYMENT RELIEF 



(By Corrington Gill ? Federal Emergency Relief Administration) 

Two and a half years ago the Federal Government reluctantly 
acknowledged its responsibility to bear a part of the financial burden 
of car ing for the needy unemployed. Insistent pressure for supple- 
mentation of State and local resources made itself effectively felt upon 
the Federal Government for the first time in July 1932, when the 
Emergency Relief and Construction Act appropriated $300 million 
for unemployment relief. Though a certain measure of financial 
assistance to States and municipalities was thereby provided, it was 
soon fo und that the degree of participation adopted in the summer of 
1932 was wholly inadequate to deal effectively with the problem. 

When the winter of 1932-33 became well advanced, a new relief crisis 
developed rapidly. Expenditure of the $300 million had to proceed 
much more rapidly than had been contemplated in the preceding 
summer. Its*administration was in the lianas of the Reconstruction 
Finance Corporation which, in view of its other major preoccupy- 
tions, was forced to leave the relief job to a subsidiary division. The 
teans-bfdhe act did little to promote the adoption of better measures 
ot2i^£tfmlation of leadership in dealing with the problem. Finally, 
the $30(Amillion were made available as loans with the result that 
State am&kfcal officials were f acsd not only with the problem of raising 
their share of relief costs, but also with the expectation that the funds 
which they were getting from the Federal Government were to be 
repaid from future Federal highway grants. The result of this finan- 
cial pressure combined with the inability to adopt positive admimstra- 
tive policies resulted in inadequate relief benefits and in unsatisfac- 
tory relief standards and policies. Alarming consequences in the 
health and morale of the unemployed were beginning to make them- 
selves evident. The result of the critical situation which was de- 
veloping was the passage in May 

Relief Act at a time when the earlier $300 million appropriation was 

at the point of exhaustion. , . . . , 

The Federal Emergency Relief Administration created by this act 
found relief organizations of some sort in all but six States. The 
differences between these State relief organizations were, however, 
much greater than the similarities. They varied in statutory au- 
thority, in basic policies, in the availability of funds, in the extent to 
which they covered the State, in the extent to which they had control 
over the intake of cases and over the expenditure of funds, and in 
every other point of operating efficiency and social policy. The basic 
cause was twofold. First of all, financial resources and administra- 
tive capacity in the State governments has always varied sharply. 
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The more immediate cause was the fact that unemployment relief 
on a large scale was almost as much of an innovation m State govern- 
ments as in the Federal Government. 

The Stai,3 relief organizations except in a few of the largest States 
had been in existence for less than 7 or 8 months. Most ox them had 
been created in the fall of 1932 following the passage of the Emer- 
gency Eelief and Construction Act. Only 6 States had statewide 
relief administrations before July 1932; 5 were created in July and 
Augu st 1932; 18 in Septemoer; and 8 in October. During the suc- 
ceeding months relief administrations were gradually established in 
the other States although there were six in which the establishment of 
an organization to cooperate with the Federal Government did not 
take place until the Federal Emergency Eelief Administration came 
into existence. In many States the groundwork was laid by the able 
leadership of the American Public Welfare Association. The task 
of coping with the country’s largest social problem was, however, in 
the hands of administrative organizations, most of which had hardly 
more than 5 or 6 months of active experience to guide them. During 
these 5 or 6 months most of these State emergency relief administra- 
tions had had to begin from the very beginning by organizing local 
and county relief administrations in every locality in which a serious 
relief problem was found to exist. It is true that organizations of one 
sort or another had been created early in the depresssion in most of the 
larger cities. Also, in Now England, New York, and a few other 
States, reasonably effective local welfare departments or poor boards 
existed as a nucleus of organization, but in the country as a whole 
most of the organizations had to be built from the ground up. In- 
evitably, tremendous differences existed between the areas in which a 
background of public relief and a nucleus of trained personnel already 
existed and the areas in which it was necessary to improvise an 
organization hastily. 

To understand what was accomplished during the 20 months in 
which the Federal Emergency Eeliex Administration ha s been in exist- 
ence and to understand the nationwide relief organization as it now 
functions it is necessary to go back to the terms of the Federal Emer- 
gency Eelief Act.. The act did not set up Federal relief machinery to 
administer relief in specific cities or c ommunit ies. That duty was left 
to the States. It is necessary to keep clearly in mind the central fact 
that the investigation and distribution of relief to individuals is car- 
ried on by approximately 5,000 local public relief organizations and 
not by officials of the Federal Emergency Eelief Administration. Mis- 
understandings on this point are common. The Federal Emergency 
Eelief Administration was created to cooperate with the States in fur- ' 
nishing relief; not to administer relief in the States. Only under 
extraordinary circumstances was power given to assume control of 
the organization in States where the cooperative relationship might 
break down, and this power thus for has been exercised in only three 
cases. In the other States, relief administrations existed by virtue of 
State laws or executive action by State Governors. Accountability for 
the expenditure of funds rests directly with the State Government or 
the Governor of the State and not with the Federal Government. 

' The Federal Emergency Eelief Administration has found it de- 
sirable and possible to exercise considerable influence toward closer 
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control and toward more adequate and socially sound relief policies. 
This has been done by persuasion or by implied conditions attached to 
grants, and not by direct control. Inis is probably the only way in 
which the relief problem could have been attacked. The problem itself 
was largely unknown in its details 20 months ago. Had an attempt 
then been made to define a complete and specific set of regulations cov- 
ering every aspect of relief administration, we would not only have 
cause immediate and complete disorganization of the giving of relief 
cn any basis whatsoever m many places, but we would undoubtedly 
have made mistakes which it would have taken longer to cure than it 
has taken us to correct the shortcomings of the then existing relief ad- 
ministrations. Even more impossible would have been the creation at 
that time of a completely centralized Federal relief administration 
controlling directly the giving of relief in every hamlet, deciding who 
should be admitted to the relief rolls, how much relief he should get, 
and how it should be given to him. 

The very first regulation issued by the Federal Emergency Belief 
Administrator specified that funds granted by him should be admin- 
istered only by public agencies. On the whole, this policy has been 
carried out successfully. Previously public funds were administered 
in many places through a heterogeneous group of private charitable 
societies whose responsibility was illy defined and from whom no uni- 
form accounting could be obtained. Obviously State relief admin- 
istrations could not be held responsible for the funds granted to them 
unless they in turn could exercise full and complete control over the 
local agencies which actually expended the funds. 

After making certain that sufficient funds were immediately avail- 
able in the States, the next major task was that of reviewing the State 
relief administrations. Inevitably, it was necessary to begin with the 
worst organizations. In some cases reorganizations involving almost a 
complete scrapping of what was found to exist were necessary. In 
others, major changes in personnel hadto be carried out. It was par- 
ticularly necessary to proceed immediately to strengthen casework 
and accounting divisions. 

In many places, untrained volunteers or equally untrained persons 
from relief rolls were passing upon the eligibility for relief and the 
amount of relief to be given, with resulting discrimination and waste. 
Responsibility for the decision whether or not applicants were eligible 
for relief was often in a haphazard condition. Oftentimes, wide varia- 
tions existed concerning definitions of need on budgetary standards. 
The Federal Emergency Belief Administration, therefore, pressed to- 
ward the development of more competent casework in every State in 
order that the "process of acceptance or rejection might be made on a 
more uniform and intelligent basis. 

Similarly, great variations existed in accounting practices. Finan- 
cial controls in many States were weak and in others almost non- 
existent. The classic case was a local Middle West relief office where 
the case records and financial accounts were kept on the white painted 
wall. In some States bills were left unpaid for months. In others 
lump sums of money were turned over to county relief committees to 
be accounted for should leisure time ever develop. In certain States 
effective financial controls had been set up, but in too many States 
little control existed. Pressure for higher standards of financial com- 
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petency had been, successful until every State ad mini stration has devel- 
oped a budgetary and accounting control of a high degree of 
effectiveness. 

Ano ther immediate task was that of setting up a detailed system of 
weekly and monthly reports for the guidance of the Federal Emer- 
gency Relief Administration as well as for the guidance of the indi- 
vidual States, many of which at the time had only rudimentary sys- 
tems of reporting. Uncertainty existed concerning even the size of 
the relief problem. Even the number of families receiving relief was 
unknown. No information was accessible in Washington concerning 
the current volume of State and local relief expenditures. Little was 
known concerning the age, sex, occupational characteristics, and other 
relevant social facts concerning the composition of the relief popula- 
tion. Statistical reforms have heen quite successful through intensive 
work over a period of months. State and local officials have been edu- 
cated to the need for quick and accurate reports of both caseload and 
financial details, but the magnitude of the job has prohibited the ob- 
taining of all of the social data desired. It has been possible, however, 
to institute a satisfactory monthly reporting system and to pursue a 
comprehensive research program from which data are obtamed for 
administrative purposes and also for general light on many aspects 
of the relief problem. 

To eliminate discrimination because of race or other grounds m 
the granting of relief, one of the basic regulations of the Federal Ad- 
ministration provided that relief should be given to all needy persons 
and their dependents. This was defined to include all those whose re- 
sources were inadequate to provide the necessities of life for them- 
selves or their dependents. It has been the Administration’s policy 
that no discrimination should be made because of race, color, religion, 
or political affiliation or participation in industrial disputes. 

Tn its effort to improve the adequacy of relief the Federal Emergency 
Relief Administration has used its influence and resources along a 
number of lines. It lias encouraged the substitution of cash relief for 
cumbersome and humiliating grocery orders and commissary sys- 
tems. This transition is proceeding rapidly in three leading industrial 
States — New York, Pennsylvania, and New Jersey — and in many 
other parts of the country. . ... 

Encouragement has been given toward more effective provision of 
clothing and of medical care, realizing that providing only a mini- 
mum quantity of food could not be maintained as a long-run policy. 
Federal funds may be used also to meet rent payments, where neces- 
sary, in order to provide shelter for those on the relief rolls and while 
progress in this direction has been slow it has nevertheless been sub- 
stantial. Generally the Administration has succeeded in raising the 
level of relief in those areas in which it was lowest a year ago last 
spring. 

In connection with the continual efforts to improve the standards 
and adeq uac y of relief and to aid certain groups and classes of the 
population whose needs were not met through the ordinary relief chan- 
nek, a number of special programs have been undertaken in an effort 
to meet a series of specific situations. . 

One of these groups is the transient population. The transients con- 
stituted peculiarly a Federal problem because the States and cities 
were rel uctant to spend money for the care of nonresidents and an atti- 
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tude of indifference or hostility was often shown for the transient 
group. The Federal Emergency Belief Administration, therefore, 
earmarked special grants to States for the care of transients and has 
exercised a large degree of direct supervision and control over the 
transient program. The general polity has been to stop insofar as 
possible the hopeless trek from city to city in search of a job and to 
make permanent provisions for the care ox these people in their home 
city. At the present time there are about 280 transient centers and 270 
transient camps throughout the country. More than 280,000 persons 
receive aid in these transient centers and camps throughout the country. 

During the autumn of 1933 an emergency program of education was 
inaugurated. This program has been developing until at the present 
time there are about 30,000 teachers, most ox whom would otherwise 
have been on direct relief, instructing classes in the following fields: 
general adult education, vocational training, vocational rehabilitation, 
literacy, workers’ education, parents’ education, and nursery schools. 
As a means of aiding a group peculiarly affected by the lack of em> 
ployment opportunities during the depression, the measures first un- 
dertaken by the Federal Emergency Belief Administration during 
the spring of 1934 to help young persons to attain a college education 
were repeated and expanded for the current college term. In addition 
to enabling a group to obtain a college education who would otherwise 
be financially unable to do so, the labor market is relieved of the com- 
petitive pressure of these young persons searching for work. Approxi- 
mately 100,000 students are now being aided, representing a consider- 
able expansion over the 65,000 students aided last spring. The pro- 
gram involves the expenditure of approximately $1,400,000 a month. 

During the second term of the 1933-34 school year many schools, 
especially in rural areas, were threatened with closing because of the 
inability of local units of government to finance teachers’ salaries. 
To provide for the continuation of these rural schools until the end of 
the school term, approximately $17 million were granted to 33 States. 

The familiar paradox a year ago of large agricultural surpluses on 
the one hand and inadequate relief and dire need for food on the other, 
led to the organization of the Federal Surplus Belief Corporation in 
the early part of October 1933. Agricultural surpluses acquired by 
the Agricultural Adjustment Administration as the result of its crop 
reduction activities were turned over to the Corporation to be put into 
form suitable for distribution, and the products were then given to 
State relief administrations for distribution to needy families. These 
commodities are distributed over and above the relief benefit which 
would otherwise be granted. This increases the adequacy of relief 
and assures the use of surpluses which would otherwise be wasted. 
The Corporation also has purchased various surpluses directly as 
agents for the States for distribution in a similar fashion. Another 
procedure which has developed is the purchase locally of surplus com- 
modities with funds made available by special grants. The first 
activity of the Corporation consisted of the processing and distribu- 
tion of 100 million pounds of pork made available as the result of the 
purchase of pigs and sows by the Agricultural Adjustment Adminis- 
tration in the kite summer of 1933. In all, 42 different commodities 
have been distributed, including over 1 billion pounds of foodstuffs. 

The drought brought new problems. Extending over most of the 
area west of the Mississippi by the summer of 1934, m varying degrees 
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of intensity, hundreds of thousands of farmers lost their means of 
livelihood. There was no feed for the cattle and no seed to plant late 
forage crops or for next year’s wheat crop. The Agricultural Adjust- 
ment Administration purchased some 7,500,000 head of cattle and 
those fit for processing were turned over to the Federal Surplus Belief 
Corporation either for processing and distribution to families on the 
relief rolls throughout the country or to be shipped to other areas for 
grazing pending later slaughter or distribution to farmers in connec- 
tion with the rural rehabilitation program. Feed supplies were made 
available to farmers to enable them to retain foundation herds. The 
Farm Credit Administration made loans for this purpose to farmers 
having sufficient credit. Both feed and seed were furnished other 
farmers through the State and local relief administrations. The 
drought is responsible for approximately 300,000 families on the 
present relief rolls. In South Dakota, one-third of the population 
of the State is now receiving emergency relief through local relief 
agencies. In most other drought States, from one-fourth to one-fifth 
of the population is on relief. The method of granting relief in these 
areas is typically in the form of work on projects of a water conserva- 
tion nature. These include the construction of small dams, digging 
and drilling wells, and the construction of pipelines. 

It is believed that a considerable acreage of land in the drought area 
brought into cultivation during the war period is not suited for culti- 
vation and over aperiod of time will not support the population. It is 
the intention of this administration to purchase large amounts of this 
submarginal land in this and other sections of the country and either 
retire it from production or adapt it to purposes for which it is better 
suited. Up to the present time over 2,500,000 acires have been optioned. 

The problems or relief are obviously entirely different in rural agri- 
cultural areas than in the large centers of industrial unemployment. 
Here the families face a permanent loss of income and relief policies 
involve the rehabilitation of the family on at least a self-sustaining 
basis on the land rather than the granting of direct relief or the furnish- 
ing of employment on a work program. A beginning has been made in 
a program of rural rehabilitation. Corporations have been formed in 
each State as the directing administrative agency. Although general 
policies of the program are established by the Federal Emergency 
Belief Administration, considerable latitude is allowed the State 
corporations to meet the multiplicity of local problems. . More than 
60,000 families have been transferred from the general relief program 
to the rural rehabilitation program. 

This program is directed toward the hundreds of thousands of 
families in rural areas who are now dependent on relief and most of 
whom, unaided, will never be able to get along on their own resources. 
These families are facing permanent destitution due to poor land, loss 
of capital equipment, the breakdown of landlord-tenant relationships, 
or for various other reasons. The method of rehabilitation to promote 
economic self-sufficiency at a reasonable standard of living must be 
diversified to meet the varying problems in different sections of the 
country. In general, the program involves making available skilled 
supervision, feed anj seed, farm stock; and equipment, housing, and 
land— the extent to which the above facilities are made available vaiy- 
ing in accordance with the problem of the individual family. In the 
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most extreme case, that of the family living on Imd where the soil 
is so poor as to preclnde the possibility of it ever yielding a living, it 
will be necessary to furnish most or all of the facilities listed Abov e. 

This program also includes the establishment of rural industrial 
communities of from 100 to 500 families. Each famdy would be pro- 
vided with a house with sufficient land immediately adjacent to pro- 
vide the annual food requirements for the family. It is intended tpat 
cash income be provided by means of part-time work in local industries. 

Tiie most important and significant of all the policies and accom- 
plishments of the Federal Belief Administration has been the develop- 
in' nt of a work program as a method of meeting the unemployment 
problem. Up to the time the civil works program started m the middle 
of November 1933, a rather ineffective program of work relief was m 
operation under the auspices of the various States and localities. All 
of the persons on work relief, and the projects were transferred to the 
Civil Works Administration at the start of the CWA program, and 
with the wholehearted cooperation of State and local officials a large 
work program with effective supervision was put into effect almost 
immediately. By the middle of December over 2,500,000 persons were 
wo rking and by*the middle of January, at the peak of the program, 
4,100,000 persons were at work with a weekly payroll of $62 milliom 
Reduction in personnel began about the middle of February and 
proceeded each week until the program was ended on March 31, 1934. 
The total cost of the CWA was approximately $1 billion, of which the 
Federal Gove rnment furnished $825 million and States and localities 
$175 million. About $750 million was expended directly for wages 
and $250 million went into other expenditures, including materials. 
The immediate purpose of the civil works program was to meet the 
crisis during the winter of 1933 and there is no question but that it 
accomplished this purpose. From a long-term standpoint, however, 
the chief value of the civil works program may very well prove to be 
that of effectively demonstrating the possibilities of public work as a 
means of meeting the needs of millions of destitute unemployed. 

Under th** handicaps of very little advance p lannin g of projects, the 
speed with which the program was put in operation, and the especially 
adverse weather conditions during last winter in the Northern States, 
the quality of the projects under CWA was surprisingly good. The 
projects were required to be socially and economically desirable but 
were to be outside the ordinary functions of State and local govern- 
ments and work which would not otherwise have been undertaken. 
Projects covered almost every conceivable sort of work r an g in g from 
construction anl repair of State roads and highways and the con- 
struction and repair of water systems to such research studies as hous- 
ing surveys, tax delinquency studies, Mid a census of American 
business. 

During the early part of the civil works program a ma x im u m 30- 
hour week and a maximum 8-hour day was established for all em- 
ployees working at manual labor. Clerical and professional workers 
were on a 39-hour week. The wage scale was that established by the 
Public Works Administration for skilled and unskilled labor. For 
clerical, professional, office, and statistical workers the prevailing rate 
of the community was paid but minimum rates were established rang- 
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ing from $12 per week for unskilled and clerical workers in the South 
to $24 to $45 a week for professional workers in the North. 

As the program proceeded certain changes were made in these 
policies, Effective January 18, the work hours were reduced from a 
maximum of 30 hours per week to a maximum of 24 hours in urban 
areas and to 15 hours per week in rural areas. In the middle of Feb- 
ruary the public works wage scale for skilled and unskilled labor was 
abandoned and the policy of local prevailing rates for the type of 
work undertaken was established, with the minimum rate of 30 cents 
an hour. 

Coincident with the demobilization of the civil works program at 
the end of March 1934 an emergency work program was inaugurated 
under the Federal Emergency Belief Administration. This emergency 
work program has proved to be considerably more effective than the 
old work relief system before civil works. The projects and the ad- 
ministrative experience gained under civil works was carried over to 
the new program. Planning activities inaugurated under civil works 
were expanded, systematized, and made an integral part of the new 
program. A staff of engineers having supervision over the selection 
and the progress of work projects became a part of State and local 
relief organizations. Much more effective control by the Federal 
Emergency Belief Administration was established by the appointment 
of regional engineers in general charge of groups of States an d expe- 
riences in one State were thus made available to others. 

The quality of projects has been continually improved. The problem 
of providing jobs conforming as closely as possible to the capabilities 
and past jobjexperience of individuals was given special consideration. 
A new division was established to provide projects for women, pro- 
fessional and clerical workers received special consideration, and, in 
general, efforts were concentrated toward getting into widely diversi- 
fied types of projects. The number of person working under this work 
program has increased from 1,200,000 in April to approximately 2,200,- 
000 at the present time. 

The wage policy under the emergency work program provides for 
the payment of load prevailing hourly wage rates for the type of work 
performed. The hours of work are adjusted for each worker so that 
total monthly earnings are the equivalent of budgetary deficiency of the 
family as established by caseworkers. The local machinery for deter- 
mining the prevailing rate of wages for the different occupations is 
typically a committee consisting of one representative from organized 
labor, one from the local relief administration, and a third member 
from local business or professional groups selected by the first two. 

For the immediate future, there are three major directions which a 
program for the assistance of the unemployed might logically take. 
For the 1 million cases now classified as unemployable, including the 
aged, the mothers with dependent children, and those in need because 
of mental or physical disability, a program of direct assistance in the 
home through permanently established public welfare agencies seems 
to offer the most satisfactory solution. For families in rural areas, 
direct relief should probably be abandoned and in its place the present 
rural rehabilitation program should be continued and expanded. The 
unemployed in the urban industrial centers, however, represent the 
most important of these problems. After 18 months of experience with 
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all phases of relief those of us in the Federal Emergency Belief Admin- 
istration are definitely of the opinion that aid for the urban unem- 
ployed should be divorced insofar as possible from a relief bads and 
should take the form of real jobs mi useful and worthwhile projects. 

From a long-term standpoint, we can look forward, I hope, to unem- 
ployment insurance, old-age pensions, mothers’ pensions, and possibly 
old age and health insurance, as providing systematic assistance against 
insecurity. We must not be misled, however, into the fallacy of be- 
lieving that the needs of the unemployed will be entirely met by the 
enactment of this social legislation. There will remain for many years 
to come large groups of people in destitute circumstances falling out- 
side the range of this legislation for whom work assurance should be 
provided. 



[From the American Economic Beview, Ma r ch 193o] 

THE NIRA AND STABILIZATION 



(By Ono Nathan, Princeton University) 

Among other objectives, the National Industrial 
provide measures for greater stability in business. The law itedf gwes hMdlf 
any indication of how stabilization is to be promoted. The Jft/fJ 
toward stabilization, can serve only as one link in a 

nomic measures. Entire stabilization of our economic system is imposnWe to 
achieve; however, economic policy should attempt to attoiuate and ^smooth 
cyclical fluctuations. The National Industrial Becovmy Act may^iride mar 
chinery to assist in such a policy. Such measures, 

investments during a boom and influencing the process of readju^ei^unng 
a depression, seem possible under the act only rf its present Pro^sa^are into- 
preted in such a way as to permit regulation of production and Inductive ca- 
pacity as well as fixing of prices. The result* *; to be hoped for will, at best, he 
very moderate in the nur future. Constructive economic 2>olicy aill Xiot he 
possible without a board continuously studying and analyzing economic develop- 
ments and advising the government. 



The National Industrial Recovery Act was directed, in addition to 
immediate relief and social welfare, toward two mam objectives : First, 
it was considered to be a vigorous attack against the present econoioic 
depression. Its second objective was much broader. For the mst 
time in the history of the United States, the desire for greater stability 
in business was supposed to find expression in a law which is now, at 
least until June 16, 1935, on the statute books of this country. This 
law was intended to provide measures necessary to make production 
and employment, once they had returned to “normal.” more continu- 
ous than they have been in the past. At the bearings before the Com- 
mittee on Finance of tho TT.S. Senate, 1 Senator Kobert F. 
who was partially responsible for the original draft of the Mil, de- 
clared “the widespread and permanent 2 reemployment of workers at 
wages sufficient to secure comfort and decent living” to he the single 
objective of the bill which “marks a far-reaching departure from the 
philosophy that the Government should remain a silent spectator while 
the people of the United States, without plan mid without organiza- 
tion, vainly attempt to achieve their social and economic ideals/ And 
the President of the United Stabs expounded the purpose of the act 
even more clearly. In affixing his signature to the act, he declared 
that “it represents a supreme effort to stabilize for all time the many 



^Hearings before the Committee on Finance, PA Senate ,. 7 1d flw fc to »« • w 
s 1712 am tt tl 5755 sl l See alio t** s ta temen t by Senator Wagner before 

th. fftmmi ttrr on Wan and (bearings before the ConsMlttee on Ways and Means, 

on HJL 5684, particularly p. 95) in which 
he« i&S^^ t lSSt^rf^e. a S5m ngtrd to “an orderly organized economic 
system.” 

* Italics by the author. 
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factors which make for the prosperity of the Nation and the preserva- 
tion of American standards. 3 

The actual provisions of the law are directed much more definitely 
to its immediate objective, that is, to fight the present emergency, than 
to the more distant goal of business stabilization. However, the 
scope of the law and the latitude it gives to the Government are such 
that future action intended to insure stable business conditions may 
be possible, once recovery is achieved. The law itself gives hardly any 
indication of how stabilization is to be promoted. It is, therefore, of 
great importance to determine whether the law lends itself at all to 
such purposes, and, if so, which of its provisions would be involved, 
and how they should be interpreted and carried through. 

II 

The economic system of all modem industrialized countries, except 
Soviet Russia, is of such a nature, and our knowledge about the multi- 
tude of factors involved is admittedly so small, that we are not justified 
in entertaining any hope of our ability to master the business cycle 
and to eliminate the fluctuations that it causes, in the near future. 
Our present knowledge forces us to assume that an economic system 
based on private property, private profit, and private initiative, and 
characterized by an extremely far-reaching division of labor, by pro- 
duction for an anonymous market, by continuous evolution and prog- 
ress, and by the use of money and credit, will have to endure fluctua- 
tions of smaller or greater magnitude, as long as these features are not 
fundamentally changed. 

Moreover, economic policy should strive toward smoothing and at- 
tenuating these cyclical fluctuations. 4 Within these limits, it can be 
assumed that measures can be devised which, in due time, may bear 
modest fruits. If it appears politically feasible to have them adopted 
and carried through, they may perhaps help to make future cyclical 
fluctuations somewhat less severe and less violent than they have been 
in the past. 

The ideal objectives of such an economic policy may be summarized 
as follows: (1) Since during the boom period disproportionalities are 
created which ultimately lead to a break in the upward movement, 
an attempt should be made to reduce such disproportionalities as 
much as possible. (2) Once the break has occurred and the system 
has entered the period of crisis and depression^ the tads is twofold: 
(a) to help the process of liquidation and writing down of capital 
liabilities m order to reach a new basis for recovery; (b) to prevent 
depression from becoming a self -inflammatory process and thus reach- 
ing proportions which may not be justified by previous dispropor- 
tionalities. It is of utmost importance that all measures taken during 
the depression create now new maladjustments in addition to those 
from which the system is already suffering. One of the most serious 
objections against many measures adopted during depressions, or 
likely to be adopted, is just this — that the theoretical equilibrium is 



* “The ABC of the NBA," by Charles L. Hearing and others, Brookings Institution, Wash- 
ington, D.C., 1934, p. 1. 

* Such an economic policy must, of course, be based on a theoretical explanation of the 
business cycle. 



